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} is an international chemical company 
| with growing interests in related natural resources and 
selected consumer products and services. With opera- 
tions in 40 countries and 45 states, Grace ranks among 
the world’s largest industrial organizations. 

The vitality of the Company's businesses is based 
on its commitment to keep “one step ahead of a 
changing world.” This forward-looking approach 
has—throughout its history—enabled Grace to grow and 
prosper through periods of dynamic social, political 
and economic change. 
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To Our Shareholders: 


We are very pleased to report record 
sales and higher earnings for W. R. 
Grace & Co, in 1978. These results 
were broadly based with gains in all 
principal lines of business. 

Total sales for the year were $4.3 
billion, an increase of $246 million or 
six percent over 1977 as restated for 
poolings of interests. Excluding sales 
of divested units and those planned 
to be divested from both years, the 
sales advance was 15 percent. Net 
income was $170.4 million, up $24.7 
million, or 17 percent, over 1977. 
Primary earnings per common share 
were $4.23, an increase of 60 cents, 
or 17 percent, over last year’s restated 
$3.63. This was the second highest 
level in the Company’s history, ex- 
ceeded only in 1975 when a non- 
recurring net gain of $1.00 per share 
was recorded on the sale of a foreign 
subsidiary. 

Non-operating factors—foreign 
currency translation (FAS No. 8) and 
divestments—did not have a significant 
net impact on 1978 results but did 
have an unfavorable effect of 
$8.2 million in 1977. Excluding these 
factors from 1978 and 1977, net in- 
come was $170.1 million, or $4.22 
per share, against $153.9 million or 
$3.84 per share. 

Sales for the fourth quarter of 1978 
—reaching $1.2 billion—were at a 
record level measured against any 
previous quarter. This was an increase 
of seven percent over the same three- 
month period of 1977, as restated. 
Net income of $39.2 million was 
ahead by $7.7 million, or 24 percent, 
and earnings per share were 96 cents 
versus 78 cents for the respective 
fourth quarters of 1978 and 1977. 

Specialty chemicals continue to be 
the mainstay of Grace’s business mix, 
contributing 38 percent of total Com- 
pany sales and 57 percent of operating 
income after taxes. For 1978, sales 
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increased to $1.7 billion, a gain of 
$196 million over 1977. Operating 
income after taxes for this segment 
reached $125.9 million, up $16.9 
million or 16 percent. These opera- 
tions are based on chemical inter- 
mediates formulated and fabricated 
using proprietary technology and sold 
to industrial customers on a perform- 
ance basis. Grace has a leading 
competitive position in packaging 
materials, petroleum and automotive 
catalysts, and construction products, 
all of which contributed to the earn- 
ings gain. Grace’s international 
chemical operations, led by its busi- 
nesses in Western Europe, also had 
outstanding results for the year. 

Chemed Corporation, an 88 per- 
cent-owned subsidiary based in Cin- 
cinnati, had earnings gains from 
continuing operations of 15 percent 
during the year, In addition, the sale 
of two units by Chemed—medical 
diagnostic services and mail-order gifts 
—produced an after-tax gain for Grace 
of $14.6 million or 36 cents per share. 
Chemed specializes in water and waste 
treatment, industrial maintenance 
chemicals and health care products. 

Lower earnings in Puerto Rico were 
primarily the result of production 
interruptions at the Company's 50 
percent-owned plasticizer alcohol 
plant (Oxochem). A shutdown of this 
facility begun in November remains 
in effect due to the closure of a plant 
supplying Oxochem’s main feedstock. 
A charge of $15.8 million was made 
against 1978 results as a provision for 
possible loss on the divestment of this 
business if a permanent solution to the 
raw material supply problem is not 
found. 

In agricultural chemicals, operating 
income after taxes was $25.2 million, 
nearly even with 1977's $25.6 million. 
Grace’s superior marketing and dis- 
tribution system enabled the Company 
to ship a higher volume of finished 
products in 1978 despite an overall 


decline in U.S. fertilizer consumption 
of seven percent. Animal feed and 
breeding services both had higher 
profits in 1978. 

We believe that 1978 represented 
the trough of the current agricultural 
chemical operating cycle. Increased 
fertilizer application rates by farmers, 
an approaching return to supply/ 
demand balance in phosphate nutri- 
ents, and a consequent firming of 
prices will mean higher earnings for 
many fertilizer manufacturers during 
the next few years. Unsettled inter- 
national conditions resulting in con- 
stricted supplies and increased export 
demand should also benefit producers 
in the United States. 

The Company’s natural resource 
businesses, which include the produc- 
tion of petroleum, natural gas and 


coal, contract drilling and associated 
oil field services, showed strong year- 
to-year earnings improvement for the 


third consecutive year. Operating in- 
come after taxes for this segment 


reached its highest level ever at $31.1 
million, up 16 percent over 1977. In 
1978, total domestic production was 
9.1 million equivalent barrels of crude 
oil, or 25,100 barrels per day, up eight 
percent over last year. Coal production 
from the Colowyo Coal Company, a 
Grace partnership with The Hanna 
Mining Company, and from another 
mining project in the Axial Basin 
region of Colorado amounted to 1.1 
million tons. 

The Company authorized the pur- 


chase of 14 new deep-level drilling rigs 
in 1978. These additions will improve 
the competitive position of TRG 


Drilling Corp., Grace’s contract drill- 
ing subsidiary, which now ranks among 
the country’s top five land-based 
drilling operators. 

In its consumer segment, the Com- 
pany continued to emphasize specialty 
retailing and restaurant operations. 
Together, they achieved an earnings 
gain during the year despite higher 
overhead costs and pre-operating 
expenses associated with aggressive 
expansion programs. For 1978, 
Grace’s total consumer activities, in- 
cluding cocoa, pasta products and 
specialty textiles, reported operating 
income after taxes of $43.1 million, ? 
an increase of 19 percent over the 
prior year. 

The Restaurant Group, with its 
balanced format of coffee shops, 
dinner houses and fast-food outlets, 
grew from 182 units at the beginning 
of 1978 to 257 units by year-end with | 
sales reaching $242 million, up 25 
percent. Operating income after taxes 
was $7.9 million, an increase of five 
percent over 1977. Noteworthy events 
last year included the first restaurants 
opened in Texas and Georgia by Del | 
Taco Corporation, an 80 percent- 
owned subsidiary, and the acquisition 
in November of Gilbert/Robinson, | 
Inc., a Kansas City-based chain of 30 | 
theme restaurants located in 12 states. 

Grace’s Retail Group achieved 
operating income after taxes of $8.7 
million in 1978 on sales of $372 
million, up 27 percent. Herman’s 
World of Sporting Goods, Sheplers— 


our western leisure apparel stores 
and home improvement center opera- 
tions added a total of 48 new locations 
during 1978, up 40 percent. 

In February 1979, a tender offer for 
the outstanding common shares of 


Daylin, Inc. was successfully under- 


President and Chief Executive Officer 

J. Peter Grace reviews expansion plans 
en route to California for a firsthand look 
at the Company’s restaurant operations. 


Chairman Felix E. Larkin (standing) meets with members of the newly formed Corporate Executive Office (seated left to right): 
D. Walter Robbins, Jr., Vice Chairman George W. Blackwood, Charles H. Erhart, Jr., Carl N. Graf and Robert M. Coquillette. 


taken. Daylin’s Handy Dan and Angels 
home centers, concentrated in the 
southwestern states and southern Cali- 
fornia, complement Grace’s national 
entry into the do-it-yourself retailing 
field. In addition, the acquisition of 
Orchard Supply Building Co., a home 
improvement center chain based in 
San Jose, California, was completed in 
January 1979. 

During 1978, Grace continued to 
withdraw from businesses no longer 
compatible with strategic plans and 
future directions. Included among the 
operations sold were shoe retailing and 
manufacturing, an educational prod- 
ucts division, and polyester resin and 
certain vinyl plastics units. 

On November 16, the Flick Group 
of Diisseldorf, West Germany pur- 
chased 7.3 million shares of common 
stock by means of a public tender offer 
at $35 per share. This has increased the 
ownership position of the Flick Group 
from 12 percent to approximately 28 
percent of the outstanding common 
stock of the Company. 


Grace's financial position continued 
to strengthen in 1978. A $106 million, 
20-year loan from a group of insur- 
ance companies was arranged and 
partially taken down during the year 
at an interest rate of under nine 
percent. In addition, new arrange- 
ments were made with Grace’s princi- 
pal lending banks for an eight-year term 
loan involving $125 million. As of 
December 31, the debt-to-total cap- 
italization ratio was 34.2 percent, the 
lowest level of the last ten years. 

In July, the Board of Directors— 
acting in recognition of the improving 
earnings trend of the Company— 
increased the quarterly dividend rate 
on the common stock from 45 cents 
to 471 cents per share, an indicated 
annual rate of $1.90 per share. 

As Grace enters the 125th anniver- 
sary year of its founding, the diversifi- 
cation achieved in chemicals, natural 
resources and consumer businesses 
provides a solid foundation for future 
growth. This posture, plus manage- 
ment strength and international 


geographic balance, should provide 
another year of improved results in 
1979 despite the uncertainties of 
inflation, energy, wage and price 
restraints and the “growth recession” 
which many business economists have 
forecast. These factors have not dimin- 
ished our confidence in Grace’s future. 


Respectfully submitted, 
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President 


ele Vien ee Chairman 


March 1, 1979 
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Product Leadership 


Grace-green hopper cars carry catalysts to oil refineries throughout the United States. 
Davison is a leading producer of fluid cracking catalysts used to refine 
petroleum into gasoline and other by-products. 


Five-Year Summary 
Sales (S millions) 


$1,657 


$1,290 


1974 1975 1976 1977 1978 


Percent of Total Operations 
42% = 41% =— 48% 41% = 4% 


Operating Income after Taxes —_(S millions) 


1974 1975 1976 1977 1978 


Percent of Total Operations 
38% 38% 54% 55% 56% 


Specialty Chemicals 


Grace’s specialty chemical operations 
continued to produce strong sales and 
earnings growth in 1978. Sales rose 
13 percent to a record level of $1.7 
billion, while operating income after 
taxes climbed 16 percent to a new high 
of $125.9 million. 

In the past five years, earnings 
from specialty chemicals have grown 
at an average rate of 15 percent 
per year and today represent 56 per- 
cent of Grace’s operating income 
after taxes. This growth has resulted 
from the progressive development of 
unique, proprietary products for 
markets not dominated by others: the 
sealant that makes tin cans hermet- 
ically tight, the Barrier Bag that pro- 
tects perishable products, the automo- 
tive catalyst that protects the public 
from hazardous exhaust emissions. 

Grace’s chemical specialties serve a 
cross section of industries around the 
world from petroleum refining, phar- 
maceuticals and transportation to con- 
struction, electronics, packaging and 
graphic arts. Because of the broad 
diversity of end-users, these businesses 
have a recession-resistant character 
which enables them to prosper in both 
good times and bad. 


Grace serves its industrial customers 
through more than 700 manufacturing 
and sales facilities in the United States 
and abroad. To meet growing world- 
wide demand, spending on plant and 
equipment totaled $90 million in 
1978. In 1979, spending is estimated 
to reach $142 million. 

Grace’s Davison Chemical Division, 
a leading producer of specialty 
inorganic chemicals, has several 
capital expansions underway. The 
division is a major supplier of fluid 
cracking catalysts used primarily in 
petroleum refining to produce gasoline 
and other distillate products. A new 
addition to the plant in Lake Charles, 
Louisiana is currently being built for 
production of a new catalyst called 
Super D. Davison also produces 
cracking catalysts at plants in Cali- 
fornia, Ohio and Quebec. 

Grace is an important supplier of 
pelletized auto emission catalysts to 
General Motors. These catalysts, used 
to reduce tail pipe emissions, are pro- 
duced at a plant in Curtis Bay, Mary- 
land. To meet more rigid government 
standards for the 1980 and 1981 
model years, Grace has developed a 
new second-generation catalyst to be 
produced at a multimillion dollar 
addition to the Curtis Bay plant. 


Daramic battery separators roll off the 
production line at Grace’s plant in Owens- 
boro, Kentucky. Each maintenance-free 
car battery uses 40 to 60 of these high- 
performance separators. 


Grace is also a major producer 
of molecular sieves and silica products. 
Molecular sieves are high-quality 
adsorbents used industrially for 
liquid-separation applications and for 
removal of moisture and contaminants 


from gases. Sales of these products 
have grown at a rate in excess of 20 
percent a year for the past five years. 
To help supply the European market, 
molecular sieve capacity was expanded 
during the year at Grace’s plant in 
Worms, West Germany. 

Silica products are used as flatting 
agents in paints and as adsorbents and 
polishing agents for toothpastes and 
other pharmaceutical applications. 
With the demand for these specialties 
growing, Grace completed expansions 
in 1978 of the Curtis Bay and Cincin- 
nati plants. 

At Grace’s rare earths processing 
plant in Chattanooga, Tennessee, new 
facilities were added for the produc- 
tion of Liquid Clear polishing com- 
pound for optical plastic lenses. Since 
its introduction eight years ago, Liquid 
Clear has become a leader in its field 


throughout the world. The Chatta- 
nooga plant also produces polishing 
powders and X pal, a popular product 
used for polishing both rigid and soft 
contact lenses. 


Grace’s organic chemicals business 
reported an I 1 percent increase in 
sales as demand for chelating agents 
grew both domestically and abroad. 
Grace is a major supplier of EDTA, 
the most widely used organic chelating 
agent in the world. EDTA removes 
metallic impurities from water and is 
utilized in a wide variety of industrial 
applications, including water treat- 
ment, paper and wood pulp manufac- 
turing, photographic processing and 
commercial and home cleaners, 
Production of chelating agents was 
expanded in 1978 at Grace's plant in 
Teesside, England. 

Grace’s Hampshire plant in Nashua, 
New Hampshire is a major producer of 
iminodiacetic acid (IDA )—a key 
ingredient in the manufacture of herbi- 
cides. This unit is also one of the few 
domestic suppliers of glycine, which is 
used as a buffer in soft drinks, phar- 
maceuticals and other commercial 
applications. 

To expand on its capabilities in 
pharmaceuticals and pesticides, Grace 
in 1978 acquired Evans Chemetics, 
Inc., a producer of specialty chemicals 
from sulfur-based compounds. These 
chemical intermediates are used in the 
manufacture of plastic, cosmetic and 
pharmaceutical products. 


< At TEC Systems, a leading producer of 
dryers for the printing industry, techni- 
cian completes control panel. 


Despite a continuing recession in the 
domestic construction industry, sales 
of Grace construction products 
improved substantially. There was 
strong demand for vermiculite, a 
unique raw material sold principally 
for its fire-resistant and insulating 
properties. Sales of vermiculite prod- 
ucts under the Zonolite name were 
fed by the rising demand for insulation 
materials from a society grown increas- 
ingly aware of the need to conserve 
energy. Sales were also strong for 
Bituthene, a proprietary waterproofing 
product; Monokote, a steel fireproof- 
ing material; and Compliant Roofing 
Membrane (CRM), a protective 
material for waterproofing the roofs of 
commercial structures. Darex corro- 
sion inhibitor, a calcium nitrite 
additive which extends the service life 
of reinforced concrete, was success- 
fully test-marketed in 1978 and intro- 
duced commercially in early 1979. 

Vermiculite-based soil mixes and 
conditioners are marketed under the 
Terra-Lite name. Grace's other horti- 
cultural product lines include Metro- 
Mix and Redi-Earth. The success of 
these businesses led to the purchase in 
January 1979 of the Robert B. Peters 
Co., Inc. of Allentown, Pennsylvania. 
The company manufactures premixed, 


Compliant Roofing Membrane or CRM 
System is used to waterproof the dome of 
the Goddard Space Center in Greenbelt, 
Maryland. 
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In Epernon, France, Cryovac packaging films and Darex container sealants are manufactured for the European market. 
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water-soluble nutrients for profes- 
sional growers and home gardeners 
under the Peters name. 

The consistent growth of Grace’s 
specialty chemical businesses results 
in large measure from the develop- 
ment of products which can be sold on 
a global basis. In the past five years, 
for example, worldwide sales of flex- 
ible packaging films under the 
Cryovac name have risen by 14 per- 
cent a year, The product line has 
grown rapidly by offering complete 
packaging systems consisting of both 
equipment and materials. These 
systems are supported in the field by 
strong technical service and product 
application groups. The Cryovac 
product line also includes shrinkable 
polyolefin films for a wide array of 
consumer and industrial products. 
Grace has 19 plants producing flexible 
packaging materials to service its 
markets around the world. During 
1978, two major plant expansions 
were begun in the United States and 
one in France, and a new plant opened 
in New Zealand. 

Through its five production facili- 
ties in the United States and Canada, 
Grace’s Dewey and Almy Chemical 
Division is an important supplier of 
container sealants for the canning and 
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bottling industries, Fourteen Grace 
facilities overseas produce similar 
materials. Another Dewey and Almy 
product, Sodasorb, has long been used 
in anesthetic applications and is find- 
ing new uses in underwater and 
industrial respiratory equipment. 

Adding to its expanding techno- 
logical base, Grace in 1978 acquired 
Emerson & Cuming, Inc. of Canton, 
Massachusetts, Emerson & Cuming 
produces dielectric encapsulation 
materials and adhesives for the elec- 
tronics industry, chemically based 
microwave products which absorb or 
reflect electromagnetic radiation, and 
a line of flotation buoyancy modules 
for the offshore drilling industry. 
More than one thousand of these 
modules are now in use on oil rigs on 
the outer continental shelf and in the 
North Sea. 

Grace’s automotive products busi- 
ness had a record year with worldwide 
sales growing 18 percent and profits 
increasing 30 percent. In both the 
United States and Europe, Grace has 
gained technical and commercial 
leadership with its Daramic and Darak 
separators for use in automotive and 
industrial batteries. To meet growing 
demand for these products, new 
separator plants are under construc- 


tion in Acton, Massachusetts and 
Passirana, Italy. 

In the graphic arts field, Grace’s 
Letterflex process for the production 
of printing plates from photosensitive 
polymers has made dramatic inroads 
in both domestic and foreign markets. 
During the year, 18 additional news- 
papers converted to the Grace plate- 
making system—including The New 
York Times, Atlanta Constitution and 
Gothenburg Post of Sweden. 

Grace is also a leading supplier of 
compressible printing blankets for the 
commercial printing industry. 
Strengthening its technical capabilities 
in this field, Grace in 1978 acquired 
TEC Systems, Inc. of DePere, Wis- 
consin, The company manufactures 
high-velocity, floater-type dryers for 
rapid drying of inks on high-speed 
printing presses. 

Worldwide sales from continuing 
operations of Chemed Corporation, 
an 88 percent-owned subsidiary, 
rose 13 percent to $284 million. Net 
income from continuing operations 
grew 15 percent to $18.2 million 
(Grace share). Chemed’s businesses 
include industrial cleaning products, 
water and waste treatment chemicals 
and engineering services, and dispos- 
able medical and dental products, 


Researchers test microwave equipment 
inside an anechoic chamber at the 
Emerson & Cuming facility in Canton, 
Massachusetts. 


In the industrial cleaning field, 
some 1,400 technical service repre- 
sentatives of Chemed’s DuBois 
Chemicals Division sell over 300 prod- 
ucts to more than 80,000 institutional 
and industrial accounts. Chemed’s 
Dearborn Chemical is a technological 
leader in water and waste treatment 
products. Dearborn’s two consulting 
units, Elson T. Killam Associates, Inc. 
and Duncan, Lagnese and Associates, 
Inc., offer hydraulic and sanitary 
engineering services to municipal and 
industrial users. 

In a move to consolidate its business 
structure, Chemed in 1978 sold its 
Figi’s unit, one of the nation’s largest 
mail-order food concerns, and Medical 
Diagnostic Services, a group of clinical 
testing laboratories. 


International Operations 

Grace has expanded its chemical busi- 
nesses by creating products that are in 
demand around the world. In food 
packaging and in canning, in con- 
struction and in the automotive field, 
Grace has consistently developed 
products that serve fundamental and 
growing human needs. With expert 
technical support, these products— 
market by market—have gained 
acceptance around the globe. 


Plants throughout the world are being 
expanded to meet the growing demand for 
Cryovac packaging films and equipment. 


Wherever one finds a can or bottle 
in the western world today, chances 
are it is sealed by a Darex closure 
compound. In the packaging of food 
and non-food products, Cryovac is a 
world leader. Grace’s Letterflex plate- 
making process, developed just ten 
years ago, is now in use in 22 
countries. Darak and Daramic battery 
separators are used by many of the 
world’s leading automotive makers. 

Products developed in one country 
often find applications in other parts 
of the world. Grace’s Servicised, Ltd. 
in the United Kingdom originally 
developed Bituthene, a waterproofing 
material which has found a major 
market in the United States. Similarly, 
Servi-Wrap—a waterproofing material 
for pipes—was first developed in the 
United Kingdom and then introduced 
to the United States. Worldwide sales 
of Servicised products for the con- 
struction industry have, in fact, grown 
by more than 30 percent in each of 
the last five years. 

Teroson in Germany, a leading 
producer of sound-deadening mate- 
rials, adhesives and coatings for the 
European market, extended its reach 
to the United States in 1978 through 
Volkswagen of America. Sealants and 
protective coatings based on Teroson 


technology are being used on the 
Rabbit model produced by Volks- 
wagen at its new American assembly 
plant in New Stanton, Pennsylvania. 
Technology transfer of this kind 
depends for its success on satisfying 
specific market needs. For example, 
Grace successfully introduced irradi- 
ated packaging materials developed in 
the United States to Argentina, Aus- 
tralia and New Zealand. In the United 
Kingdom, a new packaging film 
designed specifically to wrap and pro- 
tect “crusty breads” was developed 
and is now being introduced to the 
American market. Ina similar fashion, 
Grace has two technologies for 
industrial battery separators—one for 
the United States, the other for Europe. 
Both are successful product lines. 
Management decentralization has 
been a prominent feature of Grace’s 
growth abroad. In adapting its chem- 
ical specialties to new and emerging 
markets, Grace has deliberately 
delegated responsibility for profits to 
its local managers. At a minimum, the 
manager is responsible for manu- 
facturing, sales and technical service. 
The objective is to bring management 
controls to an entrepreneurial en- 
vironment and to link them in produc- 
tive combination. 


Sodasorb, manufactured both in the 
United States and abroad, is used in gen- 
eral anesthesia as well as in underwater 
and industrial respiratory equipment. 
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Spring Wheat 


Nitrex and Nurish fertilizers by Grace help the American 
farmer satisfy the world’s growing demand for food. 


In the last ten years, America has exported more than half its 
| total production of wheat. 
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In 1968, Grace’s international 
chemical operations produced sales of 
$156 million from subsidiaries in 25 
countries. In the year just ended, sales 
from more than 60 plants and 300 
facilities in 35 countries had grown to 
over $700 million—a more than four- 
fold increase in ten years. The future 
promises similar growth. 


Research and Development 

Since Grace’s specialty chemical 
businesses are based on sophisticated 
and often proprietary technologies, 
the continued growth of these busi- 
nesses is—to a large extent—dependent 
on the steady infusion of new techno- 
logical advances. 

In 1978, Grace spent $36.1 million 
on research and development—an 
increase of 17 percent over the previ- 
ous year. More than half of these 
expenditures were directed toward 
improvements in existing product 
lines—improvements designed to 
maintain Grace’s leadership position 
in the marketing of a wide variety 
of technical products and systems. 
Research of this kind is conducted at 
39 facilities around the world. 

At the Washington Research Center 
in Columbia, Maryland, Grace re- 
searchers are developing new product 


lines compatible with the Company’s 
existing businesses. A new generation 
of catalysts, for example, is being 
developed for use in coal liquefaction 
and the production of synthetic fuels. 
The development of the nickel-zinc 
battery, which could power electric 
vehicles in the 1980s, will depend in 
part on an advanced type of battery 
separator which Grace scientists are 
currently perfecting. 

The Washington Research Center 
is also responsible for identifying 
and pursuing entirely new avenues of 
business opportunity for the Company. 
Among the areas under investigation 
are anti-tumor agents with possible 
applications in the battle against 
cancer, bound-enzyme systems for use 
in medical and diagnostic testing, 
and sophisticated catalytic reactions 
for synthesizing organic chemicals. 

Changing government regulations 
are having a direct effect on the 
direction and cost of chemical re- 
search. The Toxic Substances Control 
Act, in particular, has significantly 
raised the cost and risk of new product 
development. 

Responding to these and other 
government actions, Grace has stepped 
up its search for new business oppor- 
tunities within the regulatory frame- 


< At the Washington Research Center in 


Columbia, Maryland, new organic and 
inorganic specialties are developed for 
commercial production. 


work. The market for noise and 
pollution control products, water and 
waste treatment chemicals and 
systems, and flame-resistant construc- 
tion materials should continue to grow 
as the trend toward more federal 
regulation of the environment and 
workplace continues. Grace sees new 
opportunities in these areas and will 
work toward the development of 
related products and systems. 

In energy, the proposed phaseout 
of price controls on natural gas has 
already stimulated increased explora- 
tion and development activities. 
Responding to the need for more 
sophisticated drilling techniques, 
Grace is developing new varieties of 
drilling mud additives and improved 
mobility control buffers to help maxi- 
mize the efficiency of oil field recovery 
operations. 

The long-term health of Grace’s 
chemical businesses depends on a 
dynamic and forward-looking research 
program. Research is, in fact, the 
leading edge of Grace technology, 
guiding the Company into new areas 
of product development to help meet 
the changing needs of a changing 
world. Today’s investment in research 
and development is the basis for tomor- 
row’s growth in sales and profits. 


perform quality tests on sealing compounds. 


Five-Year Summary 


Sales ($ millions) 


1974 1975 1976 1977 1978 


Percent of Total Operations 
20% 19% 16% 15% 13% 


Operating Income after Taxes —_(S millions) 


1974 1975 197% 1977 1978 


Percent of Total Operations 
44% 44% 20% 13% 11% 


Now in its first full year of production, 
this 1200 ton-per-day ammonia plant in 
Woodward, Oklahoma is 50 percent- 
owned by Grace. 


Agricultural Chemicals 


Sales from Grace’s agricultural chemi- 
cal businesses in 1978 rose six per- 
cent to $545 million. Operating 
income after taxes totaled $25.2 mil- 
lion—slightly below that of 1977. 

With major production facilities in 
Tennessee, Florida, Oklahoma and 
Trinidad, Grace ranks as one of the 
largest producers and distributors of 
commercial fertilizers in the United 
States. A five-year, $350 million ex- 
pansion program—completed in late 
1977—will help Grace maintain its 
strong market position in the years 
ahead. 


In central Florida, Grace has almost 


300 million tons of phosphate rock 
reserves—enough to last for more than 
50 years at current rates of production. 
Phosphate, along with nitrogen and 
potash, is one of the three basic plant 
nutrients. With raw material costs on 
the rise, Grace’s Florida reserves are a 
strong guarantee against future needs. 
In an effort to find new and more 
economical ways to produce anhy- 
drous ammonia—the raw product used 
in the manufacture of nitrogen-based 


fertilizers—Grace has undertaken feasi- 


bility studies for a coal gasification 
plant to be located in Henderson 


County, Kentucky. Under current 
technology, it takes between 35,000 
and 40,000 cubic feet of increasingly 
scarce and expensive natural gas—or its 
equivalent—to make one ton of 
ammonia. The proposed project would 
use more plentiful high-sulfur coal 
from western Kentucky as a substitute 
for gas. Funded by the Department of 
Energy, the feasibility study is sched- 
uled for completion in late 1979. 

Fertilizer earnings typically runina 
six-to-eight-year cycle. In the last three 
years, a combination of industry-wide 
overcapacity, price weakness, and 
rising energy and raw material costs 
has reduced operating margins and 
lowered earnings. Recent market 
activity indicates, however, that earn- 
ings from Grace's fertilizer operations 
should begin to rise starting in 1979. 

Grace’s other agribusinesses include 
feeds and feed supplements and animal 
breeding services. Sold under the 4x4, 
Walgro and Farr names, Grace’s feed 
businesses had a good year with profits 
up almost 20 percent. American 
Breeders Service, the world’s largest 
and most sophisticated organization 
for the genetic improvement of beef 
and dairy cattle, had an even better 
year as profits increased substantially 
over 1977. 
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Prospecting 


The bayou country of southwestern Louisiana is a promising source of 
new oiliand gas reserves. Grace is a leading supplier of drilling rigs and oil 
field services to the petroleum industry. 
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Five-Year Summary 


Sales (S millions) 


1974 1975 1976 1977 1978 


Percent of Total Operations 
6% 6% 6% 7% % 


Operating Income after Taxes —_(Smillions) 


1974 1975 1976 1977 1978 


Percent of Total Operations 
T% 6% 11% 14% 14% 


Specialized oil field equipment and ser- 
vices are supplied by Homco International. methods are used by Grace Petroleum 
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Natural Resources 


Since its formation in 1973, Grace's 
Natural Resources Group has built its 
petroleum operations to a size that 
ranks it among the top twenty indepen- 
dent producers of oil and natural gas in 
the United States. It has, in addition, 
become a leading operator of contract 
drilling rigs and an important supplier 
of oil field services to the petroleum 
industry. Coal mining is the Group’s 
third activity—with emphasis on the 
development of low-sulfur coal in the 
Axial Basin region of northwestern 
Colorado. 

Sales from these businesses reached 
$286 million in 1978, up 14 percent 
from 1977. Operating income after 
taxes climbed 16 percent to $31.1 
million, a record for the Group. 

As one of the newest and fastest- 
growing of Grace’s businesses, the 
Natural Resources Group has two 
basic goals: to develop new domestic 
energy reserves and to expand its 
related energy service activities. 


Oil and Gas 

Grace’s domestic oil and gas produc- 
tion in 1978 totaled 9.1 million 
equivalent barrels, an increase of eight 
percent over 1977. Expenditures on 


In Higgins, Texas, enhanced recovery 


to produce oil from abandoned wells. 


domestic exploration and development 
activities amounted to $54 million in 
1978 and are estimated to reach $59 
million in 1979. 

About 32 percent of Grace’s total oil 
production comes from the use of 
secondary and enhanced recovery tech- 
niques, including waterflooding and 
steamflooding. By injecting water or 
steam into a well, pressure builds up 
around the oil—thereby enabling it to 
flow more freely to the surface. 
Methods like these extend the life of 
marginal or nonproducing wells and 
yield higher recovery efficiencies. 

In July 1978, Grace combined its 
three oil and gas operations—Teal 
Petroleum in Houston, Cleary in Okla- 
homa City and Polumbus in Denver— 
into a single unit, Grace Petroleum, 
with headquarters in Oklahoma City. 
This consolidation is designed to 
strengthen the exploration program 
and obtain maximum benefit from 
technical and managerial personnel. 

Concentrating on the development 
of oil and gas reserves in the continen- 
tal United States, Grace sold its 23 
percent interest in Voyager Petroleums 
Ltd. of Canada in January 1979. The 
proceeds of the sale will be used to 
further expand Grace’s domestic nat- 
ural resource operations. 


Drilling and Energy Services 

As America steps up its search for new 
supplies of oil and gas, the demand 

for drilling rigs and related oil field 
services has been growing rapidly. 
Drilling activity, in fact, is at its highest 
level in almost 20 years and grew by 

13 percent in 1978. 

With 41 rigs in operation and 13 on 
order, Grace’s TRG Drilling Corp. 
now ranks as the fourth largest onshore 
contract drilling operator in the United 
States. These land-based rigs are de- 
ployed in the Northern Rockies, Mid- 
Continent and Gulf Coast regions— 
the scenes of the hottest drilling plays 
in the nation. 

Historically, the health of the con- 
tract drilling business is directly related 
to oil and gas prices. The rising price 
of foreign oil, coupled with the phased 
deregulation of new natural gas prices 
in this country by 1985, will put added 
emphasis on the search for domestic 
reserves, The demand for drilling ser- 
vices should, as a result, continue to 
increase. The utilization rate of TRG 
rigs has, in addition, consistently ex- 
ceeded the industry average—due first 
to their strategic location and second to 
their capability to drill the deeper wells. 

In the energy services business, 
Grace’s Homco International, Inc. of 


Houston is a leading supplier of tool 
and pipe rentals, “fishing” and “cut- 
ting” services (locating and removing 
obstructions downhole ), and “free- 
point” and “back-off” capabilities 
(finding the “freepoint” in pipe stuck 
downhole and removing it through the 
use of tools run on electric cables ). 
These trouble-shooting activities play 
an essential role as the search for new 
oil and gas supplies becomes increas- 
ingly sophisticated. 

Two new service businesses were 
acquired in 1978. Rent-It, Inc. of 
Houston leases and sells high-reach 
equipment, giant forklifts and other 
heavy equipment to the construction 
industry. A-/ Bit & Tool, acquired in 
December, provides casing cutting 
services (severing and recovering pipe 
from abandoned offshore and onshore 
wells). It also leases specialty equip- 
ment to the oil and gas industry from 
service points in California, Louisiana, 
Oklahoma, Texas and several overseas 
locations. 


Coal 

In partnership with The Hanna Mining 
Company of Cleveland, Grace has 
established two important coal opera- 
tions in the northwestern corner of 
Colorado. The first, Colowyo, will be 


Colorado’s biggest mine. Production at 
the Colowyo mine reached one million 
tons in 1978 and is targeted for one 
and a half million tons in 1979. When 
fully mature in 1984, production is 
expected to reach an annual rate of 4.3 
million tons, With recoverable reserves 
of 264 million tons, Colowyo has a life 
expectancy of at least 50 years. 

The Hayden Gulch mine shipped its 
first coal in late 1978 and will reach a 
mature mining rate of 750,000 tons 
per year in late 1980. It has reserves 
of eight million tons. 

Unlike eastern coal, Colowyo and 
Hayden Gulch coal is extremely low in 
ash and sulfur content. As utilities and 
industrial users switch to coal as a 
result of new federal energy legislation, 
the market for clean-burning western 
coal should grow dramatically. 

A continuation of the moratorium 
on federal coal leases in the West will, 
however, make it difficult to realize the 
Carter Administration’s goal of a 
major expansion in coal production 
through 1985 and beyond. Even when 
a lease is secured, it now takes four to 
five years to obtain the necessary 
federal, state and local permits to begin 
actual mining operations. As a result, 
the nation’s already serious energy 
problems have grown even more acute. 


At the Colowyo coal mine near Craig, 
Colorado, reclamation is an essential 
aspect of mining activities. 


Colowyo coal, low in sulfur, ash and 
moisture content, is loaded into rail cars 
for shipment to utilities and industrial 
customers. 
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An Invitation 


Whatever your dining pleasure, Houlihan's Old Place 
has it--with a menu ranging from steaks and salads 
to quiche, escargots and exotic crepes. 
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Five-Year Summary 


Sales (S millions) 


1974 1975 1976 1977 1978 


Percent of Total Operations 


32% 34% 35% 37% 39% 


Operating Income after Taxes —_(S millions) 


1977 


1976 


1974 1975 1978 


Percent of Total Operations 
11% 12% 15% 18% 19% 


Tortilla chips give added zest to one of 
the many appetizers available at El Torito 
in Denver, Colorado. 


Consumer Businesses 


The continued development of Grace’s 
consumer businesses—with emphasis 
on restaurants and specialty retailing— 
produced sales of $1.6 billion in 1978, 
up 20 percent over 1977. Operating 
income after taxes climbed 19 percent 
to $43.1 million. 

Starting from a zero base nine years 
ago, Grace now has more than 400 
restaurants and specialty retail stores 
in the United States along with strong 
and experienced management teams. 
Ninety-seven new units were opened 
in 1978, including 49 restaurants, 

37 home improvement centers, ten 
sporting goods stores and an 85,000- 
square-foot western wear unit. 

Grace’s consumer investments are 
part of a long-term program of bal- 
anced diversification in three critical 
areas: chemicals, natural resources, 
and consumer products and services. 
Since the United States is the world’s 
largest and most homogeneous market, 
Grace has concentrated on the 
development of domestic consumer 
businesses with attractive growth 
opportunities. By 1983, Grace expects 
substantial increases in both sales and 
operating earnings from its consumer 
businesses. 


Restaurants 

One of every three dollars spent on 
food in the United States is spent 
dining out. By 1985, that figure is 
expected to grow to one in every two 
dollars. Responding to these and other 
favorable demographic trends, Grace 
is building a major position in the 
domestic restaurant industry. 

Grace restaurants offer family-style 
dining in formats ranging from dinner 
houses to coffee shops and fast-food 
outlets. Since 1970, the number of 
Grace restaurants has grown from 44 
to 257, and sales have risen at an aver- 
age rate of 32 percent a year—exceed- 
ing $240 million in 1978. 

Far West Services, Inc., Grace’s first 
and largest entry in the food-service in- 
dustry, appeals to a dining public 
accustomed to comfort, quality service 
and reasonable prices. The chain 
operates a variety of dinner houses 
with names like Plankhouse, Reuben’s 
and Sunday’s as well as coffee shops 
called Coco’s. Far West opened 20 
new restaurants in 1978, bringing its 
total to 173 units in 13 states. 

Capitalizing on America’s growing 
taste for specialty foods, El Torito-La 
Fiesta Restaurants, Inc. offers a moder- 
ately priced menu of quality Mexican 
dishes in an attractive, dinner-house 


From Del Taco fast-food entrees to full-_ > 
course dinners at Coco’s or the Plank- 
house, Grace restaurants have something 
to please every taste, 


environment. Since becoming part of 
Grace in 1976, this unit has added 11 
restaurants and more than doubled its 
earnings. Plans are to open 15 to 20 
new units each year under the El 
Torito and Que Pasa names. 

Fast growth in fast food is the order 
of the day for Del Taco Corporation 
(DTC), Grace’s 80 percent-owned 
subsidiary. By the end of 1978, DTC 
had opened 21 units in Texas and 
Georgia. In 1979, 140 units are sched- 
uled for opening. Del Taco combines 
the most popular Mexican fast-food 
items—tacos and burritos—with the 
all-American hamburger. A well- 
defined format together with a sophis- 
ticated system of site selection positions 
Del Taco for aggressive growth in 
the rapidly expanding market for 
Mexican fast food. 

The acquisition in 1978 of Gilbert/ 
Robinson, Inc., a 30-unit chain of 
theme restaurants based in Kansas 
City, Missouri, gives Grace added 
strength in the dinner-house segment 
of the food-service industry. Operating 
in 12 states from New Jersey to Cali- 
fornia, Gilbert/ Robinson has consis- 
tently kept pace with the constant 
change which characterizes the restau- 
rant business. Its principal concept, 
Houlihan's Old Place, is a flexible din- 


ing format found in mall locations 
across the country. Ten new units a 
year are planned through 1983. 

With more women in the work 
force, higher disposable income and a 
nation grown accustomed to dining 
out, the trend lines are right for 
accelerated development of Grace’s 
restaurant business. 


Specialty Retailing 

Sales from Grace’s specialty retailing 
units in 1978 approached $400 mil- 
lion. With 48 new units in 1978 and 
168 units in all, Grace is already a 
leading retailer of sporting goods, a 
growing marketer of western leisure 
wear and one of the largest operators 
of home improvement centers in the 
United States. 

As a specialty retailer, Grace is 
developing niche positions in retail 
areas not dominated by others. The 
specialized nature of these businesses, 
requiring a sophisticated level of 
marketing knowledge and manage- 
ment skill, is conducive to higher prof- 
its and above-average rates of return. 

Concentrating on the 25-to-44 year- 
old age group, Grace’s retailing efforts 
appeal to the fastest growing segment 
of the consumer market. Through 
specialization and geographic diversi- 


fication, specialty companies can 
develop markets the mass merchant 
often cannot reach. Recognizing this, 
Grace has tailored its merchandising to 
well-defined customer groups. In 
Herman's World of Sporting Goods, 
Grace has developed a chain which 
markets sportswear and sports equip- 
ment to the entire family. Through 
Sheplers, Grace sells leisure apparel 
to a consumer committed to a casual 
life style. Grace’s home center busi- 
nesses, which include Channel and 
Handy City, market to a consumer 
intent on “do-it-yourself” home 
improvement. 

Grace’s specialty retailing chains 
are natural outgrowths of emerging 
trends: the new emphasis on physical 
fitness, an increasing amount of leisure 
time, and escalating costs for new 
housing and home repair. Because 
these trends are fundamental and long- 
term, they form the basis for significant 
sales and earnings growth. 

With the addition of ten new stores 
in 1978, Herman's World of Sport- 
ing Goods grew to 69 stores in 12 
states with sales of more than $170 
million. Herman’s has developed a 
specialty department-store format for 
sporting goods apparel and equipment 
which has made it, in just eight years, 


“~Clbout so wide’ 
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the nation’s leading sporting goods 
chain. Eighteen new stores are sched- 
uled to open in 1979. 

Sheplers is a specialty retailer of 
leisure wear with a western motif— 
everything from jeans and hats, boots 
and belts to leisure suits and buckskin 
coats, Called “the world’s largest 
western stores,” the typical Sheplers 
has almost an acre and a half of selling 
and warehousing space and stocks 
some 160,000 items at any one time. 
Visiting a Sheplers is a shopping event, 
and more than half the customers who 
enter a store leave with a purchase. 
During the year, Sheplers opened 
its fourth store, this one in the Dallas/ 
Fort Worth market. In 1979, two 
more stores are scheduled for Omaha 
and Kansas City. 

With Channel Home Centers, Inc., 
Handy City and the acquisition in 
January 1979 of Orchard Supply 
Building Co., Grace is rapidly develop- 
ing a network of regional home center 
chains which furnish the consumer 
with “do-it-yourself” products for 
repair, maintenance and remodeling. 
Sales of Channel and Handy City in 
1978 were $160 million. 

Channel offers one-stop shopping 
for plumbing, hardware, electrical and 
lumber supplies at 65 home centers in 


With a complete selection of apparel and 
equipment, Herman’s World of Sporting 
Goods caters to the growing emphasis on 
physical fitness. 
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New York, New Jersey, Pennsylvania 
and Connecticut. Twenty-three new 
stores were opened during the year. 
Handy City, operating in seven south- 
eastern states, opened 14 stores, 
bringing its total to 30. The acquisi- 
tion of Orchard, a California-based 
chain with eight outlets, gives Grace a 
foothold in the important West Coast 
home improvement market. 

The fundamental needs served by 
Grace’s specialty retailing businesses— 
physical fitness and recreation, leisure 
apparel and home improvement— 
make them both recession-resistant and 
capable of continued growth. 


Other Consumer Businesses 

Grace’s Baker & Taylor Company, the 
largest distributor of books to the 
nation’s school and public libraries, 
celebrated its 150th anniversary in 
1978 with sales in excess of $160 
million and net income ahead of the 
prior year. Some 27 million books were 
delivered to customers in every state 
and in 83 countries throughout the 
world, Sales to retail book stores 

grew dramatically as a result of the 
new Bookfinder program, which deter- 
mines within minutes the availability 
of a particular title from the nearest 
Baker & Taylor distribution center. 


Sheplers, “the world’s largest western > 
stores,” was named Retailer of the 
Year in 1978 by the Hat Institute of 


America. 


In manufactured products, Grace 
serves three important markets—cocoa 
products, automotive performance 
parts and accessories, and specialty 
textiles. With Cacaofabriek de Zaan 
and Ambrosia Chocolate, Grace is a 
world leader in the manufacture of 
industrial cocoa products. De Zaan 
converts cocoa beans into cocoa 
butter, cocoa powder and cocoa liquor 
and sells these products worldwide. 
Ambrosia’s primary products are 
chocolate compound coatings and 
cookie drops for sale in the United 
States. Earnings from these businesses 
continued to be excellent in 1978. 

Grace is one of the nation’s largest 
suppliers of performance and custom 
parts for the automotive after-market. 
Under well-recognized trade names, 
Grace manufactures and markets 
wheel covers, engineered parts, igni- 
tion systems, gaskets, clutches, shifters 
and accessories. Sales approached 
$100 million in 1978. 

Grace is also a major producer of 
mattress ticking and a variety of 
drapery and upholstery fabrics, par- 
ticularly for the European market. In 
Belgium, Bekaert had a good year and 
continued to grow through its ability 
to service customers with products 
styled to their specifications. 


Beyond the Bottom Line 


| It is axiomatic that not all measures of 
| corporate performance are financial. 
In recent years, public interest in the 
corporation has extended from purely 
financial to nonfinancial considera- 
tions in the belief that social perfor- 
mance is no less important than 
economic performance. 


Managing the Enterprise 
The first responsibility of corporate 


enterprise will continue to prosper. 
Only in this way can the corporation 
provide steady employment, quality 
products and services, tax revenues for 
use by federal, state and local govern- 
ments, and a reliable return on its 
shareholders’ investment. 

In July 1978, the Corporate Execu- 
tive Office was established to bring 
more executive talent to the highest 
level of management. Consisting of the 
President as Chief Executive Officer 


four newly appointed Sector Execu- 
tives, the seven-member Office allows 
the corporate work load to be more 
evenly distributed. 

The new Sector Executives—Messrs. 
Coquillette, Erhart, Graf and Robbins 


management is to make certain that the 


plus the Chairman, Vice Chairman and 


—average 56 years of age and 28 years 
of Grace experience. Each is respon- 
sible for specific areas of Company 
activity. This new distribution of 
responsibilities will, in our view, sim- 
plify the management process and 
provide for informed and balanced 
leadership. 

Management in depth as well as in 
scope is the common denominator of 
the well-run corporation. During the 
year, five new Group Executives and 
17 Vice Presidents were appointed, 
further strengthening the management 
of the Company’s operations. 


Employment Opportunity 

Through a number of specially designed 
management development programs, 
Grace makes every effort to adapt the 
skills and preferences of the individual 
employee to the requirements of 

the job. 

The Career Conference Program 
offers counseling services to those seek- 
ing professional advancement. A 
Future Managers Training Program 
was introduced in 1978 to provide 
broad-based exposure to Company 
operations for recently hired manage- 
ment trainees. The Grace Executive 
Development Program stimulates 
problem-solving and strategic planning 


techniques through the use of actual 
Grace case histories. And in our rapidly 
expanding retail and restaurant opera- 
tions, more than 6,000 employees took 
formal training courses designed to 
develop specific technical skills as well 
as the managerial talents necessary to 
staff new locations. 

Special attention is paid to the needs 
of women and minorities, who repre- 
sented 33 and 15 percent, respectively, 
of Grace’s domestic work force in 
1978. In the last ten years, the percent- 
age of women in management has 
tripled. Eleven percent of Grace’s man- 
agers are women. Similarly, minorities 
now account for six percent of Grace’s 
managerial work force—double the 
number of ten years ago, 


Into the Community 

Good citizenship means active partici- 
pation in community affairs wherever 
Grace plants and offices are located. 
Through direct contributions of time, 
money and managerial skills, Grace 
supports a wide range of community 
programs. 

Financial contributions are coordi- 
nated through the Grace Foundation 
Inc., a private, nonprofit institution 
funded by the Company. In 1978 the 
Foundation made grants totaling 


Lawrence C. McQuade, senior vice presi- 
dent, conducts graduate seminar on 
“Organizational Ethics” at John Jay 


College in New York City. Grace execu- 
tives are taking an active role in the 
discussion of leading public policy issues. 


almost $2 million. About half that 
amount went to colleges and univer- 
sities in the United States. The re- 
mainder was divided among hospitals, 
urban development projects, minority 
affairs programs, cultural groups and 
various United Funds. Through The 
Matching Gifts Program, the Founda- 
tion matches—dollar for dollar—contri- 
butions by Grace employees to colleges 
and universities of their choice in the 
United States and Canada. 

In some instances, the availability of 
managerial talent on an “on-loan” 
basis is a more valuable resource than 
financial support. Thus, one Grace 
employee is serving as a participating 
executive in the Office of Operations 
for the Mayor of New York City. An- 
other is working in Washington for a 
major government agency under the 
auspices of the President's Executive 
Interchange Program. And a third is 
serving as a program manager for the 
Commission on Financial Oversight 
of the District of Columbia. 


Speaking Out 

Ina world where government actions 
may have as much influence on business 
decisions as market considerations, the 
responsibilities of management must 
extend well beyond the confines of 
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day-to-day operations. Responding to 
the growing impact of these and other 
external forces on the business environ- 
ment, companies like Grace have 
decided that they must speak out on 
those issues which threaten to disrupt 
the market economy or undermine the 
incentive to produce and invest. 

One such issue in 1978 was the 
“disincentivization” effect of high 
capital gains taxes, In June, President 
J. Peter Grace sent an open letter to the 
Congress recommending that the max- 
imum tax on capital gains be reduced 
from 49 percent to its pre-1969 level 
of 25 percent. Arguing that excessive 
capital gains taxes affected not just the 
investor—large and small alike—but 
the very future of the American econ- 
omy, Mr. Grace carried his message to 
Grace employees and shareholders, 
encouraging them to express their 
views directly to their elected repre- 
sentatives. Additional support was 
generated through a series of public 
service messages in major newspapers 
around the country. 

Other interested parties joined in, 
and in November President Carter 
signed the Revenue Act of 1978, 
which—among other provisions—re- 
duced the maximum capital gains tax 
from 49 to 28 percent. 


A second issue of direct concern to 


our shareholders is the double taxation 
of dividends. More than a year ago—in 
a dividend essay mailed to all share- 
holders—we pointed out the inequity of 
this process, whereby the corporation 
first pays taxes on its earnings, and the 
shareholder then pays taxes on 
dividend income. We believe the 96th 
Congress should take steps to address 
and remedy the inequity of double tax- 
ation in the year ahead. 

The unprecedented growth in gov- 
ernment regulation of all kinds is 
also a matter of serious concern. 
Economists at a leading New York 
bank have estimated that the cost of 
government regulation at all levels 
exceeds $100 billion annually. While 
some regulations are justified and bene- 
ficial, the massive compliance effort 
involved is mainly nonproductive, and 
regulatory costs of this size reduce the 
supply of capital available for invest- 
ment in productive facilities and new 
job opportunities. 

In the year ahead, we will continue 
to speak out on these and other public 
issues which—in our view—could ad- 
versely affect the profitability of our 
businesses, the well-being of our em- 
ployees and shareholders, and the 
health of the economy. 


Let's stop taxflation before 
it brings our economy to a standstill. 
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These public service messages sponsored by Grace called attention to America’s low rate of business investment. 
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Corporate Information 


World Headquarters Grace Plaza Independent Accountants Price Waterhouse & Co. 
1114 Avenue of the Americas 153 East 53rd Street 
New York, New York 10036 New York, New York 10022 
Telephone: (212) 764-5555 (212) 371-2000 
TWX :710-581-4389 
RCA: 232-174 Dividend Reinvestment Agent Citibank, N.A. 
Box 3197 
Annual Meeting The annual meeting of shareholders New York, New York 10043 
of W.R. Grace & Co. 
will be held at 10:30 a.m. Plants and Facilities | Grace has 257 manufacturing plants, 
on Thursday, May 10, 1979 40 research laboratories, 5 mines, 
at the Houston Oaks Hotel 677 offices and sales units, 124 ware- 
5011 Westheimer Road house and distribution facilities, 
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incorporated in 1899 under foreign countries. 
the laws of the State of 
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Midwest Ziirich 
Geneva Continental Illinois National Bank The First National Bank of Chicago 
and Trust Company of Chicago 1 First National Plaza 
Trading Privileges: 231 South La Salle Street Chicago, Illinois 60670 
Boston Pacific Chicago, Illinois 60690 
Cincinnati Philadelphia (312) 828-4181 
Common Stock Options —§ American Stock Exchange 
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2 Broadway 20 Pine Street 
New York, New York 10004 New York, New York 10015 
Debentures Trustees Conversion Prices 
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(212) 952-3881 
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(212) 676-4075 


{$ millions) 


1974 1975 1976 1977 1978 


Net Income ($millions) 


1974 1975 197% 1977 1978 


Shareholders’ Equity Per Common Share 


1974 1975 197% 1977 1978 


Total Capital/Long Term Debt ($ millions) 


1974 
SN Total Capital ME Long Term Debt 


1975. 197% 1977 1978 


Financial Summary—1968 to 1978* ($ thousands except per share) 


1978 

Earnings Statistics 
Sales $ 4,309,588 
Other income 33,054 
Cost of goods sold and operating expenses 2,913,905 
Interest expense 76,422 
Net gains (losses) on disposal of businesses 7,982 
Depreciation, depletion and lease amortization 143,914 
Income before taxes and extraordinary items 320,816 
Income taxes 150,413 
Income before extraordinary items 170,403 
Extraordinary items - 
Net income 170,403 
Financial Position 
Cash and marketable securities $ 258,556 
Notes and accounts receivable—less allowances 616,777 
Inventories 680,261 
Total current liabilities 840,398 
Working capital 748,331 
Properties and equipment—net 1,317,159 
Long term debt 727,325 
Shareholders’ equity—common stock 1,392,174 
Data per Common Share 
Earnings per common share: 

Income before extraordinary items $ 4.23 

Extraordinary items - 

Net income 4.23 
Earnings per share assuming full dilution: 

Income before extraordinary items 3.93 

Net income 3.93 
Weighted average number of shares (thousands) used in computing: 

Earnings per share 40,136 

Earnings per share assuming full dilution 44,271 
Cash dividends per common share paid by the Company 1.85 
Shareholders’ equity per common share 33.66 
Other Statistics 
Working capital provided by operations $ 339,159 
Cash dividends on common stock paid by the Company 71,393 
Capital expenditures 275,308 
Current ratio 1.9:1 
Debt ratio (including capitalized leases) 34.2% 
Debt ratio (excluding capitalized leases) 31.0% 
Common shareholders 47,404 
Employees 66,800 


*Data for the years 1974 through 1977 have been restated to include businesses combined in poolings 


of interests transactions in accordance with a policy of restatement of data for the four immediately pre- 


ceding years. Amounts previously reported in 1977 are shown in the table to the right. 


1977 


1976 


1975 


1974 


1973 


1972 


1971 


1970 


1969 


1968 


$4,063,646 $3,699,454 $3,659,308 $3,601,464 $2,889,817 $2,397,623 $2,105,043 $1,973,745 $2,047,743 $1,970,576 


22,060 19,655 21,105 25,916 25,667 19,579 19,728 20,784 22,214 22,823 
2,793,007 2,563,959 2,504,856 2,511,683 2,045,962 1,694,856 1,506,740 1,399,636 1,460,232 1,378,287 
76,027 68,826 77,433 78,813 58,422 42,663 42,829 41,890 46,530 43,544 
(17,158) 810 26,370 (17,339) (4,426) - - - - - 

134,030 117,161 104,838 88,617 72,989 64,185 60,251 58,271 66,700 68,827 
271,219 263,495 318,243 255,646 161,895 112,937 85,465 85,785 83,733 112,018 
125,480 125,548 143,801 130,988 TE2I2 49,867 43,405 36,294 36,725 45,893 
145,739 137,947 174,442 124,658 84,623 63,070 42,060 49,491 47,008 66,125 

- - - - (6,266) 3,232 (6,195) (30,851) 14,356 (25,980) 
145,739 137,947 174,442 124,658 78,357 66,302 35,865 18,640 61,364 40,145 

$ 188,770 $ 242,710 $ 110,098 $ 168,211 $ 138,982 $ 143,993 $ 105,855 $ 83,824 $ 107,264 127,856 
556,442 509,559 492,999 521,790 438,050 384,129 341,526 329,742 341,850 324,251 
612,773 591,277 562,539 667,092 493,185 419,400 382,823 356,654 390,762 371,468 
770,884 731,857 705,570 860,648 628,284 522,054 432,007 442,339 443,155 488,815 
626,902 642,859 596,802 532,028 467,119 446,808 417,971 348,479 416,094 353,586 
1,235,213 1,142,534 1,063,627 959,895 770,650 664,755 608,878 576,376 648,519 752,252 
754,570 774,012 654,483 721,505 633,604 520,069 526,654 407,616 436,383 489,024 
1,250,504 1,172,482 1,094,570 858,662 765,973 729,971 671,279 661,935 673,819 632,912 
$ 3.63 $ 3.44 $ 4.86 $ 3.51 2.56 '$ 1.92 $ 1.40 $ ee ee 1.67 2.56 

- - - - (.19) -10 (.21) (1.08) 52 (1.02) 

3.63 3.44 4.86 3.51 ZaT 2.02 1.19 64 2.19 1.54 

3.38 3.20 4.43 3.23 2.38 1.82 1.39 1.70 1.66 2.48 

3.38 3.20 4.43 3.23 2.21 1.90 1,19 69 2.15 1.52 
39,912 39,868 35,743 35,364 32,788 32,450 29,819 28,537 27,671 25,836 
44,329 44,435 40,372 40,029 37,455 37,130 31,466 30,489 29,117 27,087 
1.775 1.70 1.625 1.525 1.50 1.50 1.50 1.50 1.50 1.45 
31.32 29.40 27.46 24.13 23.16 22.69 22.49 22.92 24.03 24.05 

$ 327,436 $ 282,265 $ 291,966 $ 259,784 $ 186,585 $ 139,751 $ 121,839 $ 117,419 $ 122,630 146,054 
65,913 60,932 50,654 45,390 41,886 38,295 34,949 32,214 29,948 26,965 
270,015 226,330 306,068 302,737 174,304 135,272 98,129 104,731 130,800 129,118 
1.8:1 1.9:1 1.8:1 1.6:1 1.8:1 1.9:1 2.0:1 1.8:1 1.9:1 Ba 

37.5% 39.6% 37.2% 45.4% 45.0% - - - = - 

34.3% 36.9% 34.1% 42.6% 42.5% 41.3% 43.6% 37.7% 38.9% 43.1% 
56,508 57,955 58,089 56,357 52,071 49,423 47,644 49,646 49,835 48,636 
67,300 62,500 64,300 79,100 75,700 73,900 66,900 63,900 70,000 77,700 

($ thousands except per share) 1977 1976 1975 1974 

Sales $3,976,233 $3,628,406 $3,601,102 $3,554,596 

Net income 140,475 132,650 170,692 121,218 

Earnings per share 3.71 meek 5.08 3.64 
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1978 vs. 1977 


1977 vs. 1976 


Management Discussion and Analysis of Earnings 


Sales amounted to $4.3 billion in 1978, an increase of six percent. Excluding sales of units 
which were divested or planned to be divested, the rate of growth was 15 percent. All lines of 
business reported higher 1978 sales with the consumer segments providing the largest year 
to year increases. 


Dividends, interest and other income increased in 1978 by $2.6 million, or 13 percent, 
primarily due to interest income generated from the investment of proceeds received upon 
disposals of businesses and higher interest rates. 


Equity in earnings of partnerships and less than majority owned companies increased 
by $8.3 million to $9.4 million in 1978, primarily caused by the full year operations of 
businesses which in 1977 were in the development stage. 


Cost of goods sold and operating expenses increased four percent, slightly lower than the 
sales growth, reflecting positive effects of the disposal of lower margin businesses. Selling, 
general and administrative expenses, however, increased 12 percent primarily as a result 
of continued inflationary pressures. 


Research and development expenses rose $6.3 million or 19 percent in 1978. An 
analysis of the specific areas in which these expenses were incurred appears in the Financial 
and Statistical Review on Page F-4. 


Net foreign exchange losses before tax effects in 1978 amounted to $13.8 million com- 
pared to $5.8 million in 1977, an increase of $8.0 million reflecting the continued decline of 
the U.S. dollar against most major currencies. The 1978 loss is partially offset, however, 
by the favorable translation effect relating to FAS No. 8 of $11.7 million in cost of goods 
sold and operating expenses. 


Net gains on disposal of businesses before tax effects amounted to $8.0 million in 1978 
compared to a loss of $17.2 million in 1977. An analysis of these amounts appears in Note 9 
of the Notes to Financial Statements. 


Sales amounted to $4.1 billion in 1977, an increase of ten percent. Excluding sales of units 
which were divested or planned to be divested, the rate of growth was 19 percent. All lines of 
business increased with specialty chemical and consumer operations providing the largest 
contributions. In specialty retailing, sales include those of Channel home improvement 
centers which was purchased in February, 1977. 


Cost of goods sold and operating expenses increased nine percent while selling, general 
and administrative expenses increased 11 percent, generally paralleling the increase in sales. 
Depreciation, depletion, and lease amortization of $134.0 million was 14 percent higher 
than 1976, reflecting the effect of an increased level of capital expenditures in recent years. 
Interest expense was higher by ten percent primarily due to a higher level of average 
outstanding borrowings during the first six months of 1977. 


Research and development expenses rose 13 percent in 1977. An analysis of the specific 
areas in which these expenses were incurred appears in the Financial and Statistical Review 
on Page F-4. 


Net foreign exchange losses in 1977 amounted to $5.8 million compared to a gain of 
$5.7 million in 1976, an unfavorable variance of $11.5 million reflecting the general decline 
of the U.S. dollar in the international markets, principally in the fourth quarter of 1977. 
This unfavorable variance is partially offset, however, by a favorable year to year variance 
of $11.1 million in cost of goods sold and operating expenses resulting from the translation 
effect of FAS No. 8. 


Net losses on disposal of businesses amounted to $17.2 million (before tax effects) 
in 1977 contrasted to a gain of $.8 million in 1976. An analysis of the 1977 loss appears in 
Note 9 of the Notes to Financial Statements. In 1976, losses on the disposal of grocery 
products businesses were more than offset by gains resulting from the sale of certain other 
consumer operations. 


Report of Independent Accountants Tice 153 EAST 53RD STREET 


NEW YORK, NEW YORK 10022 


aterhouse & Co. olalimeas 


To the Shareholders and Board of Directors of W. R. Grace & Co. 


In our opinion, the accompanying consolidated balance sheets and the related consoli- 
dated statements of income, shareholders’ equity and changes in financial position present 
fairly the financial position of W. R. Grace & Co. and subsidiary companies at December 31, 
1978 and 1977, and the results of their operations and the changes in their financial position 
for the years then ended, in conformity with generally accepted accounting principles con- 
sistently applied. Our examinations of these statements were made in accordance with 
generally accepted auditing standards and accordingly included such tests of the accounting 
records and such other auditing procedures as we considered necessary in the circumstances. 


Qi Mth. 2 


February 14, 1979 
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W. R. Grace & Co. and Subsidiary Companies 


Note 13—Industry and 
Geographic Segments 


($ millions) 


Grace’s operations by industry 


Notes to Financial Statements (dollar amounts in thousands except Note 13 and per share) 


The following table sets forth industry and geographic segment information in accordance 
with the reporting requirements of Statement of Financial Accounting Standards No. 14. 
The format of this table differs from the unaudited tables on pages F-2 and F-8, in that 
operating profit herein is presented before taxes and after gains (losses) on disposal of 
businesses and foreign currency translation related to FAS No. 8. In addition, sales and 
pretax operating profits (losses) of units disposed of and units for which provision for loss 
on future disposal has been recorded are included herein in the applicable industry 
segments rather than being shown separately. 


Grace’s investment in and equity in the results of operations of partnerships and less than 
majority owned companies, income applicable to minority shareholders, intersegment sales 
and transfers among geographic areas are not significant. 


Depreciation, 
Pretax Depletion 
Operating Identifiable Capital and Lease 
Sales Profit Assets® Expenditures Amortization 


1978 1977 1978 1977 1978 1977 1978 1977 1978 1977 


segment are: 
Chemical 
Specialty ..... $1,807 $1,708 $243 $222 $ 993 $ 944 $90 $ 72 $50 $50 
Agricultural . apts 545 513 37 29 473 478 18 19 27 26 
Natural Resources .......... 286 86251 69 67 524 458 89 95 38 30 
Consumer 
Specialty Retailing 387 = 3316 19 22 190 163 30 45 6 5 
Restaurant 242 194 18 18 137 95 25 20 9 8 
Other znsjafon a aap sae eens 63 28 623 581 23 19 14 15 
Total..... s saydaeg es $4,310 $4,064 $449 $386 $2,940 $2,719 $275 $270 $144 $134 


Grace’s operations by 
geographic segment are: 


mile Bite ioe etl. 2 os $2,890 $2,807 $273 $253 $2,027 $1,910 
CORRE 6 Cosecinecwriatheten ss 72 79 9 10 51 51 
MODE 2 2 icin clea faecalis» 1,073. 943 95 66 644 542 
Otte os cadence 275. 235 72 57 218 216 
Total ..... chp ata $4,310 $4,064 $449 $386 $2,940 $2,719 
Total pretax operating profit reconciles to income before taxes as follows: 

1978 1977 

Pretax operating profit................. ors, ree $449 $386 

General corporate overhead* ..... J ware (52) (39) 

Interest expense RE OTL pies ee Oe (76) (76) 

Income before taxes............ A sastenitt a ark $321 $271 


*General corporate overhead includes other items such as dividend and interest income and 
miscellaneous items not properly allocable to industry segments. 


The difference between total identifiable assets and total assets included in the 
consolidated balance sheet represents general corporate assets. 
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W. R. Grace & Co. and Subsidiary Companies 


Note 10—Income Taxes 


Note 11—Pension, Profit 
Sharing and Related Plans 


Note 12—Unaudited Information 
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Notes to Financial Statements (dollar amounts in thousands except Note 13 and per share) 


The provision for income taxes includes: 


1978 1977 
Current: 
Weieral 0. wires tec cine ante eerie TRE ov $ 16,667 $ 23,170 
PUR Aa ee Sn te He Petes eto: ere ks he ctw che ayite 11,749 8,115 
Foreign ..... F Bah OPE Ss eR 92,459 80,338 
Deferred: 
| cy: | Hs) outers Bare Bina pata le dar “opt uce 31,221 9,479 
Foreign ........ Pee te Pa : PF si (1,683) 4,378 


$150,413 $125,480 


Investment tax credits are applied as a reduction of the current tax provision in the year 
they arise and amounted to $11,098 (1977—$16,925). 


The effective tax rate of 46.9% (1977—46.3% ) differs from the statutory Federal 
income tax rate as described below: 


1978 1977 

Statutory tax rate . Peat es 48.0% 48.0% 
Increase (decrease) i in tax rate resulting from: 

Foreign taxes in excess of Federal tax rate.............. Be 7A 

State income taxes (net of Federal tax benefit) . RG 1.9 1.6 

Net capital gains (losses) ............... ae * (1.5) 1.3 

Percentage depletion on natural resource properties Pesuas (1.5) (1.8) 

Investment tax credits.............. DS a ee (3.5) (6.2) 

CE cis 353 Peet wee 2.5 See ee i 2.2 (3.7) 


46.9% 46.3% 


The Internal Revenue Service has completed examinations of consolidated Federal 
income tax returns of the Company and its domestic subsidiaries through 1973. Additional 
foreign and United States taxes might become payable if undistributed earnings of foreign 
subsidiaries were to be paid as dividends, but such taxes, if any, have not been fully pro- 
vided since a substantial portion of such earnings has been or will be reinvested for an 
indefinite period of time. The amount of unremitted earnings of foreign subsidiaries at 
December 31, 1978 is $281,472. 


Substantially all full time employees are covered under various domestic and foreign pen- 
sion plans including prevailing social laws. Assets of pension funds exceed the actuarially 
computed value of vested benefits. 


Amounts charged to income for pension, profit sharing and related plans are as follows: 


1978 1977 
Pension plana fs o5 nih %,: sda ates Titi esis ‘ $26,050 $22,776 
Profit sharing and related PUNE Se. eee raat = 6,830 6,313 


The unaudited summary of quarterly results appears on page F-5. 


Replacement cost information is included in the Company’s Annual Report on Form 
10-K filed with the Securities and Exchange Commission. 


W. R. Grace & Co. and Subsidiary Companies 


Note 8—Business Combinations 


Notes to Financial Statements (dollar amounts in thousands except Note 13 and per share) 


At December 31, 1978, options for 644,941 shares (1977—620,007 shares) were 
exercisable and 482,359 shares (1977—617,429 shares) were available for granting of 
additional options and stock awards. 


Under the provisions of certain stock option plans, the optionee may, in lieu of exercising 
an option, request cancellation, and receive, at the Company’s election and without 
payment to the Company, cash or shares of common stock having a market value equal to the 
difference between the option price and the market price. Upon such cancellation, the shares 
covered by the option, less the shares issued, if any, become available for future grants. 


The following is a summary of businesses acquired during 1978 which for accounting 
purposes have been treated as poolings of interests: 


1978 Results of 
SharesofCommon Operations Prior Full Year 
Industry Segments = Stock Issued to Combination Results of Operations 
Sales Net Income Sales Net Income 
1978 1977 1978 1977 
Specialty Chemicals 1,043,700 $25,607 $1,894 $45,504 $37,062 $3,592 $2,523 
Natural Resources 400,000 3,873 453 18,918 15,867 2,484 1,598 
Restaurant 803,679 38,954 1,696 46,380 34,484 2,895 1,143 


Note 9—Net Gains (Losses) 
on Disposal of Businesses 


In 1977, the Company issued 714,136 shares of common stock as consideration in the 
acquisition of Natural Resources companies which have been treated as poolings of 
interests. Sales and net income for these businesses in 1977 amounted to $16,384 and 
$1,827, respectively, virtually all of which related to the periods prior to combination. 


In 1978, the Company issued 23, 648 shares of common stock in the acquisition of a 
Consumer business and, in 1977, a Specialty Retailing business was acquired at a cost of ‘ 
$19,863. These transactions have been treated as purchases and results of operations of | 
these businesses are included in the consolidated financial statements from the dates of 
acquisition. Pro forma results of operations as though these businesses were included in the 
consolidated financial statements as of January 1, 1977 would not be significantly different 
from those reported. 


Goodwill arises from certain business combinations treated as purchase transactions 
and is amortized using the straight line method over various estimated useful lives not 
exceeding forty years. 


Grace sold and provided for losses on disposal of certain businesses and adjusted amounts 
provided in prior years with the resultant gains (losses) included in income as follows: 


1978 1977 
Spectalty Chemical ...0.1.6..06 sites c es's $(10,062)  $ (6,000) 
Ageicultural (Chieinical 22%: d2oc0dce sonnets os ewan ineaie 1,179 (252) 
WAitiral IRPSORICO scoot a. rosjecte sve ohare wine areintae «ene - 2,493 
OCIS UMIRPLAIED DSN cicce a ovine steerer acne auessiniarelats 427 - 
Other Consumer . . Oe ee oe eee Nate SE 16,438 (13,399) 
SERA TIRRTO CREES. sie aie 5 oisrete ew asso gasd ey 4m ©. Sones aa we 7,982 (17,158) 
Income tax benefit (expense) (11,474) 12,376 
See IEEE. Se. oes ots eh ais cohas divin $ (3,492) $ (4,782) 


W. R. Grace & Co. and Subsidiary Companies 
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Note 6—Capital Stock 


Note 7—Stock Options 


Notes to Financial Statements (dollar amounts in thousands except Note 13 and per share) 


Long term debt payable during each of the four years subsequent to December 31, 1979 
is: 1980—$52,547; 1981—$36,430; 1982—$41,328; 1983-$43,339. 


At December 31, 1978, $75,000 of retained earnings were free of the restriction on pay- 
ment of cash dividends imposed by terms of the most restrictive of Grace’s loan agreements. 


Grace has credit lines amounting to $228,500 (1977—$194,400), all of which were 
unused at December 31, 1978. In connection with $198,500 of these credit lines, 
commitment fees of 2 % per annum are payable on the unused portions. 


In addition to the current portion of long term debt, loans payable include domestic 
obligations of $41,734 (1977—$33,567) which relate primarily to real estate operations 
and foreign obligations of $111,731 (1977—$82,771 ), at a weighted average interest rate 
of 10.9% (1977—10.7% ). The maximum amount of such short term borrowings during 
1978 was $153,465 (1977—$131,260). Average short term borrowings, principally foreign, 
approximated $127,969 (1977—$115,952) at a weighted average interest rate of 10.2% 
(1977-12.4% ). 


Preferred stocks ($100 par value) authorized, issued and outstanding are: 


Shares 
Authorized Par Value of 
and Issued In Treasury Shares Outstanding 
(December 31, 1978) 
1978 1977 
6% Cumulative __.. .. 40,000 15,282 $2,472 $2,472 
8% Cumulative Class A®) . 50,000 16,223 3,377 3,383 
8% Noncumulative Class B®) 40,000 9,389 3,061 3,064 
$8,910 $8,919 
“® Eighty votes per share. 
) Eight votes per share. 


Dividends paid on the Company’s preferred stocks were $664 (1977—$670). 


The Company’s Certificate of Incorporation also authorizes 5,000,000 shares of Class C 
preferred stock, without par value, none of which has been issued. 


Authorized common stock of the Company is 75,000,000 shares ($1 par value). Of 
unissued common stock, approximately 4,636,000 shares may be issuable upon conversion 
of convertible debt obligations, exercise of stock options and granting of stock awards. 


The weighted average number of common shares outstanding was 40,136,000 (1977— 
39,912,000). Assuming full dilution, the weighted average number of shares outstanding 
was 44,271,000 (1977—44,329,000). 


Changes in common stock options outstanding are summarized below: 


1978 1977 

Number Average Number Average 
of Shares Price _ of Shares Price 
Balance at beginning of year : 1,107,749 $26.41 1,169,199 $26.20 
Options granted | . re a 214,374 24.29 81,000 29.04 

1,322,123 1,250,199 
Options exercised (27,024) 19.19 (19,169) 25.32 
Options terminated or cancelled ae (118,922) 27.07 (123,281) 26.17 
Balance at end of year... . 1,176,177 26.13 1,107,749 26.41 


W. R. Grace & Co. and Subsidiary Companies 


Note 5—Long Term Debt 


Notes to Financial Statements (dollar amounts in thousands except Note 13 and per share) 


Capitalized leases primarily relate to Restaurant and Specialty Retailing facilities. Future 
minimum lease payments and the related present value of capital lease payments are: 


Capital 

Leases 
TO acta cram eee h catego We gewegtni ee Recieve usdeac ra vanes $ 16,527 
EGR re Riegel he etetege et oh adhanune SomenvEn be SRO 15,477 
TORT: (ook eseai a Sarre ATR FG SPORES se ave 14,445 
LORD a aiicts Sars eee Se ies eo aE Rs Sea 13,848 
1983 tee eS 14,074 
TAtED VCORE o50h tere iss. hchegaic x xara te.gle Rp amon ae a eal sinh 150,229 
Total minimum lease payments ...................5. 224,600 
Interest... .. ME ete is att es others ateercaasre i gon dy wtave (123,573) 
Present value of net minimum lease payments........... $ 101,027 


eratin, 
— 
$ 38,868 
33,610 
29,939 
27,946 
25,644 
285,446 
$ 441,453 


Grace’s total rental expense for operating leases was $50,737 (1977—$46,988 ), includ- 
ing $2,741 (1977—$2,725) of contingent rentals. Sublease rentals were not significant 


in either year. 


Grace has historically used a form of successful efforts accounting for its oil and gas 
operations and plans to conform this method to the standards set forth in FAS No. 19, 
“Financial Accounting and Reporting by Oil and Gas Producing Companies”, during the 
first quarter of 1979. Financial statements of prior years will be restated and result in 


reductions in net income and retained earnings as follows: 


1974 and prior Yeats... <= .ohu0s ss casio aes sn $ 5,287 
TOUR er ety os Seahawk. kn SOME AR Mee 131 
PO hee anit. c y Ren sw a Sagi a pean 8,021 
DN tail fg Poe be ca tahtya 1mm cise pen ha ace cece pate 6,501 
PE ian shears he rep eeinu > hike ac eaaraon a e-6 7,890 
Long term debt consists of: 
Average 
Interest Years of 
Rates Maturity 1978 
W. R. Grace & Co. 
Promissory notes ........... « T8% 1979-98 $437,420 
Subordinate debentures) ....... 6.5 1982-96 61,060 
Subordinate debentures® . 4.25 1979-90 42,350 
Sundry indebtedness ........... 7.8 1979-2002 65,168 
Debentures ........... 5.75 1979-80 4,354 
Die 55 5 55s kaso as 5.0 1979-86 9,819 
620,171 
Subsidiary companies 
W. R. Grace Land Corporation® .. 12.5 1979-2008 30,284 
oo Nees area 7.4 1979-95 27,857 
678,312 
Capitalized lease obligations ...... 101,027 
779,339 
Amount due within one year....... (52,014) 
$727,325 


1977 


$390,142 
99,911 
47,662 
85,057 
6,433 
10,902 
640,107 


34,809 
__23;399 
698,315 
97,533 
795,848 
(41,278) 
$754,570 


© Convertible into one share of common stock for each $29.625 principal amount. 
2) Convertible into one share of common stock for each $57.32 principal amount. 
@) Secured by real estate development properties. 


W. R. Grace & Co. and Subsidiary Companies 


Note 1—Marketable Securities 


Note 2—Inventories 


Note 3—Investments in and 
Advances to Partnerships and Less 
Than Majority Owned Companies 


Note 4—Properties and Equipment 
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Notes to Financial Statements (dollar amounts in thousands except Note 13 and per share) 


(The financial statements for 1977 have been reclassified and restated for poolings of 
interests. ) 


Current marketable securities are carried at cost which approximates market. The non- 
current portfolio of marketable equity securities is included in other assets at a cost of 
$14,116 (1977—$15,175), which has been reduced by a valuation allowance of $3,431 
(1977—$5,140) representing the aggregate unrealized losses. 


Inventories consist of: 
1978 1977 
Raw and packaging materials ...................05. $150,468 $132,254 
TD process... cv « Sr ETS a es wtehicts aamin eis 49,590 45,128 
CE ICT | 5 clean a doe ara task vad ewes Dt 243,309 227,596 
General merchandise 171,621 153,980 
Real estate development properties ................. 65,273 53,815 
$680,261 $612,773 


Inventories valued using the last-in, first-out method amounted to $136,355 
(1977—$126,366) which was approximately $61,921 (1977—$63,353) less than 
current value. 


Grace has 50% interests in partnerships for developing certain coal properties and 
manufacturing phosphoric acid and ammonia. In addition, Grace has investments in less 
than majority owned companies, principally a 49% interest in an ammonia manufacturing 
company in Trinidad and a 50% interest in a pulp and paper manufacturing company in 
Colombia. A summary of the financial position of these partnerships and less than majority 
owned companies is set forth below: 


1978 1977 
SRatal) ASROR) Fo... Fede y Se ye 6 sacks Pate alan ans $ 449,748 $ 417,229 
MAICRN LARINTERIOR tetera ncte rte fora ceca tote ao SYS coat ct) coke 313,315 337,138 
Net assets Ae $ 136,433 $ 80,091 
Grace’s equity and advances ; $ 54,274 §$ 91,319 
Investments in and advances to other partnerships and less 
than majority owned companies Hrs a ae Eien 41,129 29,318 
$95,403 $ 120,637 


At December 31, 1978, the Company had guaranteed certain obligations totaling 
$78,375 (1977—$80,750) incurred by two of the partnerships. No loss is anticipated under 
these guarantees. 


Dividends received from less than majority owned companies amounted to $3,422 
(1977-$2,982). 


Properties and equipment include: 


1978 1977 
PAGE ae ord cam aye Ohi orate in Pe we we eee OE $ 84,188 $ 83,242 
Natural resource properties ef raieas jkoroml mS 392,849 326,855 
Jc ee ere antl ucesniteeas 467,084 449,223 
Machinery, equipment IU OEY Serine egos © 1,195,383 1,143,135 
Projects winder COMMIUCHIOR 225 oes gee co ee nn 76,571 56,419 
2,216,075 2,058,874 
Accumulated depreciation, depletion and lease amortization (898,916) (823,661) 
$1,317,159 $1,235,213 


W. R. Grace & Co. and Subsidiary Companies Consolidated Statement of Shareholders’ Equity In Thousands 


Years Ended December 31, 1977 and 1978 


Preferred Common Paid in Retained 
Stocks Stock Capital Earnings Total 

Balance at January 1, 1977, asreported....... = $9,241 $37,637 $349,852 $757,559 $1,154,289 
Adjustment for businesses combined in poolings of 

interests transactions in 1978 ....... ; - 2,248 3,861 21,372 27,481 
Balance at January 1, 1977, as restated....... of 9,241 39,885 353,713 778,931 1,181,770 
Net income—1977 - - - 145,739 145,739 
Provision for net unrealized loss on investment in 

noncurrent marketable equity securities... . os - - - (2,428) (2,428) 
Divloads paid. ose: 5c aera Ss &athepce aa Heep m - - (67,132) (67,132) 
IE wares ows ot a aeenioepa sift (322) 40 1,756 — 1,474 
Balance at December 31,1977 ....... epee 8,919 39,925 355,469 855,110 1,259,423 
Net income—1978 Pe ; - - — 170,403 170,403 
Adjustment to provision for net cocaine loss on 

investment in noncurrent marketable equity securities = - - 1,090 1,090 
Dividends paid .......... a ed emery - — — (72,252) (72,252) 
Conversion of subordinate aulieeduies a : - 1,333 38,226 - 39,559 
ne ae nA Re En cee ae oe Be RO, (9) 100 2,770 - 2,861 
Balance at December 31,1978 ........... ; $8,910 $41,358 $396,465 $954,351 $1,401,084 
The Summary, page F-13, and Notes to Financial Statements, pages F-18 to F-23, are integral parts of this statement. F-17 


W. R.Grace & Co. and Subsidiary Companies 


Assets 


Liabilities 


Shareholders’ Equity 
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Consolidated Balance Sheet In Thousands 


Current Assets 
Cash, including time deposits of $98,234 
(1977—$68,739) . 
Marketable securities . 


Notes and accounts receivable, less allowances 


of $26,288 (1977—$24,333) 
Inventories . . ; 
Prepaid expenses .. . 


Total Current Assets 


Long term receivables and other assets 

Investments in and advances to partnerships 
and less than majority owned companies 

Properties and equipment, net i 

Goodwill, less amortization of $17,389 
(1977—$16,252) . 


Current Liabilities 

Loans payable : 
Accounts payable......... 
Income taxes acl ts Sark 
Other 


Total Current Liabilities 


Deferred revenue from sales of future 
natural resource production 

Long term debt... . : ; : 

Foreign social law obligations and other 
noncurrent liabilities . . 

Deferred income taxes ....... 

Equity of minority shareholders 


1978 1977 
$ 131,589 $ 92,722 
126,967 96,048 
616,777 556,442 
680,261 612,773 
33,135 39,801 
1,588,729 1,397,786 
199,835 169,017 
95,403 120,637 
1,317,159 1,235,213 
67,312 70,314 
$3,268,438 $2,992,967 
$ 205,479 $ 157,616 
350,797 336,614 
115,914 119,082 
168,208 157,572 
840,398 770,884 
64,971 17,779 
727,325 754,570 
71,623 54,268 
141,986 119,617 
21,051 16,426 
1,867,354 1,733,544 
1,401,084 1,259,423 
$2,992,967 


$3,268,438 


The Summary, page F-13, and Notes to Financial Statements, pages F-18 to F-23, 


are integral parts of this statement. 


W. R. Grace & Co. and Subsidiary Companies Consolidated Statement of Changes in Financial Position Jn Thousands 


Years Ended December 31, 


Financial Resources Provided by: 


Net income . . tee Ba ee restate baa Sc sh cRNA rah car etca $170,403 $145,739 
Depreciation, depletion and amortization ..... ain 159,830 140,539 
Deferred income taxes . . ee ous 7 22,864 18,450 
Equity in unremitted earnings of partnerships 

and less than majority owned companies .. . (5,956) 5,550 
Net (gains) losses on disposal of businesses ....... .. (7,982) 17,158 

Working capital provided by operations ........ ere 339,159 327,436 
Working capital provided by disposal of businesses: 

Gross proceeds .... Pees Oey, Oe sek 99,268 56,389 

Noncurrent proceeds hues hae ra (5,699) (16,603) 

Working capital divested... 0... c ccc en neanee ; (53,947) (48,726) 
Increase in deferred revenue from sales of future natural 

resource production Be ce tee GPa GW ee os =e 60,000 _ 
Increase in long term debt Ries Shai 2.34 Serakeeae 87,711 51,152 
Conversion of subordinate debentures .................. 39,559 14 
Investments in and advances to partnerships 

and less than majority owned companies . . MNES 25,715 16,624 
Disposal of properties and investments .. . Tega a his S's 22,970 14,832 
Other transactions, net... . : Mager 2,689 1,468 


617,425 402,586 


Financial Resources Used for: 


Capital expenditures ORE Lk ee ate eee 275,308 270,015 
Cash dividends on re Cha aaa 72,252 67,132 
Construction advances for capital assets expected to be 

financed by sale and leaseback arrangements Se FPR 25,120 173 
Reduction in deferred revenue from sales of future 

natural resource production Sets : piece oer 12,808 11,594 
Reduction in long term debt Son moh ta tea ee 110,508 69,629 

~~ 495,996 418,543 

Increase (Decrease) in Working Capital................. $121,429 $ (15,957) 
Analysis of Changes in Components of Working Capital 
Cash and marketable securities . : BRAG & $ 69,786 $ (53,940) 
Notes and accounts receivable .. . ts «ee 60,335 46,883 
eterno eel Pese teall ona ae Loko meine earmarks 67,488 21,496 
SRNIINMONE, hore wk tlh ied del es. pas Races (47,863) 20,851 
Accounts payable ........... eS chasatanetee erica eee S (14,183) (14,404) 
BRUM ERROR occ afes 5 ccna 2, = at spenars a te Oe 3,168 (10,798) 
RIN or oe sc aes Bae toe ce aha Lhe takes (17,302) (26,045) 


$121,429  $(15,957) 


The Summary, page F-13, and Notes to Financial Statements, pages F-18 to F-23, 
are integral parts of this statement. F-15 


W.R.Grace & Co. and Subsidiary Companies 


Consolidated Statement of Income In Thousands ( ‘except per share) 


Years Ended December 31, 


Sales 

Dividends, interest and other income 

Equity in earnings of partnerships and less than pale 
owned companies 


Cost of goods sold and operating expenses 
Selling, general and administrative expenses 
Depreciation, depletion and lease amortization 
Interest expense 

Research and RE expenses 

Net foreign exchange losses ; 
Net (gains) losses on disposal of ‘isiapaats 


Income before taxes 
Income taxes 


Net income 
Earnings per share 


Earnings per share assuming full dilution . 


$ 3.93 


The Summary, page F-13, and Notes to Financial Statements, pages F-18 to F-23, 


are integral parts of this statement. 


1978 1977 
$4,309,588 $4,063,646 
23,676 21,028 
9,378 1,032 
4,342,642 4,085,706 
2,913,905 2,793,007 
841,214 754,241 
143,914 134,030 
16,422 76,027 
40,547 34,186 
13,806 5,838 
(7,982) 17,158 
4,021,826 3,814,487 
320,816 271,219 
150,413 125,480 
$ 170,403 $ 145,739 
$ 423 6. 3:63 
$. 338 


W. R. Grace & Co. and Subsidiary Companies 


Principles of Consolidation 


Inventories 


Properties and Equipment 
and Related Depreciation 


Deferred Revenue from 
Sales of Future Natural 
Resource Production 


Development Expenses 


Earnings Per Share 


Pension Plans 


Audit Committee of the 
Board of Directors 


Summary of Significant Accounting and Financial Reporting Policies 


The accounting and financial reporting policies of W. R. Grace & Co. and subsidiary com- 
panies (“Grace”) reflect practices common in their various businesses and conform to 
generally accepted accounting principles. 


The consolidated financial statements include the accounts of W. R. Grace & Co. (“the 
Company”) and all majority owned subsidiary companies. Investments in partnerships 

and less than majority owned companies are carried at cost adjusted for subsequent changes 
in equity. 


Inventories are stated at the lower of cost or market. Due to the diversified nature of 
Grace’s operations, several methods of determining cost are used including first-in, 
first-out, average, retail and, for substantially all chemical operations in the United States, 
last-in, first-out. Market value for raw and packaging materials is based on current costs 
and, for other inventory classifications, on net realizable value. 


Depreciation of properties and equipment is generally computed using the straight line 
method over the estimated useful lives of assets. Expenditures for maintenance, repairs, 
renewals and betterments that do not significantly extend useful lives of assets are charged 
to income as incurred. Cost and related accumulated depreciation of property retired or 
sold are removed from the accounts, and any resulting gain or loss is reflected in income 
currently. Intangible drilling and development costs are capitalized only for productive 
wells and amortized subsequently using the unit of production method. Depletion of natural 
resource properties is also determined using the unit of production method. 


Properties and equipment operated under leases which transfer to Grace substantially all 
benefits and risks associated with the assets are capitalized and an asset and liability equal to 
the present value, or fair value if appropriate, of minimum payments over the term of the lease 
are recorded. Amortization of the asset is determined using the straight line method. Expenses 
associated with all other leases (operating leases) are charged to income as incurred. 


Revenues received from sales of natural resources in advance of production are deferred 
and recognized, net of financing costs, when the products are shipped. Repayments are 
made only from proceeds generated by sale of dedicated production. 


Costs associated with the development of businesses, including promotion, market research, 
preoperating and store preopening expenses, are charged to income as incurred. 


Earnings per share are computed on the basis of the weighted average number of common 
shares outstanding. Common equivalent shares are not included in the computation since 

they are not significant. Earnings per share assuming full dilution are computed based on 

the assumption that convertible debt obligations were converted at the beginning of 

the period. 


Costs of pension plans are actuarially computed principally using the aggregate cost 
method under which all unfunded prior service costs are amortized over the estimated 
remaining service lives of participants. 


The Audit Committee, comprised of directors who are not officers or employees of Grace, 


meets periodically during the year with senior financial officers, internal auditors and 
independent accountants to review accounting, auditing and financial reporting matters. 
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Natural Resource Map: The geographic 
scope of Grace’s activities in domestic 
natural resources is identified below. 

In oil and natural gas, Grace had 
1,593 net producing wells and 107.7 
million oil equivalent barrels of proved 
and probable reserves at year-end 1978. 
Contract drilling operations are concen- 
trated in the Northern Rocky Moun- 
tains, Oklahoma and Louisiana. Oil field 
services are provided at 29 locations, 
principally in Louisiana and Texas. 

In coal, Grace has 272 million tons of 
low-sulfur, medium-BTU reserves under 
development in northwest Colorado. 


A Oil and Gas Producing Areas 

Storage and Transmission Facilities 

"E Oil Field Services and Equipment 
Contract Drilling—Areas of Concentration 

* Coal Reserves 

“< Phosphate Rock Reserves 

% Vermiculite Ore Reserves 


Phosphate rock reserves in central Flor- 
ida total nearly 300 million tons. Round- 
ing out Grace’s natural resources are 
major deposits of vermiculite ore in 
Montana, South Carolina and Virginia. 

With their low acquisition cost relative 
to current market values, these reserves 
are truly “hidden assets.” 


Grace has additional resource-related 
operations in Canada, the North Sea 
region, Libya and Singapore. 


Oil and Gas 


Coal 


Phosphate Rock 


Vermiculite Ore 


Selected Natural Resource Statistics—United States, Canada and Libya 


United States and Canada 1978 1977 
Production: 
Crude oil and condensate ashen gas neat and 
sulfur) (million barrels) . 4.0 3.6 
Natural gas (billion cubic feet) Lasers 29.8 27.9 
Total production of oil and oil equivalents (million Bare) 
CIE Re LMI a oie re Permwrae a atuece eyes Wu ARIS 9.1 8.4 
Average daily production of oil and oil ara 
(thousand barrels) . 2 re Sa irht SA Le. « a cigyaaee 25.1 23.0 
Reserve cadica=eeonel and probable: 
Crude oil and condensate i gas liquids and es 
(million barrels)... 2... . es Sa ee ee et 43.9 47.3 
Natural gas (billion cubic feet) Dike sb gh dpensnscaraite kia hela 370.6 368.5 
Total reserves of oil and oil equivalents (million barrels)... . . 107.7 110.9 
Oil and gas producing wells and acreage: 
Net producing wells— 
Ce sca Se oR AEA aS Sas Seis Avast meen eee could 1,296 1,169 
Te on Gig 5 cRL RG vs Mey aRela eK eUw ERB eee 297 316 
ORS Os eid Se seciis oe tRAk oS Rodis oa eteromtes 1,593 1,485 
Producing acreage— 
RMON MANNE is ns 28 cil s «viv nnd. 8y Sox nawes 554,957 612,722 
RIEL TR, ene I cd et tony paid tiene bs eames 194,730 194,114 
Total contract drilling rigs—-December 31 ................ 41 40 
Libya—Raguba Field (Grace share) 
Production: 
Crude oil and condensate (million barrels) ............... 23 2.5 
Reserve position—proved and probable: 
Crude oil and condensate (million barrels)... .... . 29.3 31.6 
(Cr Ot 7 rr ee Aas ae reese ee 25,464 25,464 
Net (acres) ...... AGW te at CROs Aarne > gl a szlccecatetous 3,057 3,057 
Colowyo—low-sulfur steam (Grace interest: 50% ) 
Surface mineable (million tons)... 0.00. ee ee 164 165 
Windergrovsid (million tome). i... ieee ike wean one annanmes 100 100 
Total reserves (million nile 264 265 
Expected mature year (1984) annual mining rate (million tons) 4.3 3.0 
Hayden Gulch—low-sulfur steam (Grace interest: 50%) 
Surface mineable (million tons) .................. 8 8 
Expected mature year (1980) annual mining rate (thousand tons) 750 750 
Reserves—Central Florida 
Primary RON TORI 8 as... 51 Diatsctoe So 8 & perdignain es ¥-0, eee. Foe 179 183 
Secondary PIIRRSTOMED cE tach oar ny de Be ants 9S, ocobahahedyss Bes 114 114 
Total (million tons) ........... Nei Mee a take supe eckan wun ast bs atols 293 297 
Present annual mining capacity (million tons) 5.1 By | 
Estimated life of reserves at projected mining rates (years) 50+ 50+ 
Current annual mining rate (thousand tons) .................. 312 350 
Estimated life of reserves at current mining rate (yeas) . 50 50 


Specialty Retailing Specialty Retailing 


Sporting Home Leisure 
Sales (S millions) Goods Centers Apparel Total 
Number of Units—Year-End —_(units) Sales (5 millions) 
z ee ee Ree ee eee $ 80 $ 67 $ 17 $164 
TTS aa ek Sa wasaioanas 107 79 21 207 
PONG coe antes wares 123 95 24 242 
SOT es cxaats gen ack ets 148 123 31 302 
TEN ee are iat eres 171 160 41 372 
Average Annual % 
Growth Rate 
ee ee re 20.9% 24.3% 24.6% 22.7% 
Number of Units—Year-End 
ME cere ee eee 47 34 2 83 
ie "Cy [oe eS ean 50 34 2 86 
asesnnnte POTS averse 6 amaa canes 52 46 2 100 
LST fates ectiety Potte, Ae 59 58 3 120 
12 Sea A eae eee 69 95 4 168 
1979 Estimate .......... 87 131 6 224 
1974 1975 1976 1977 1978 Average Annual % 
es Growth Rate 
a ine 1974-1979 Est. ......... 13.1% 31.0% 24.6% 22.0% 
Number of Units—Year-End 


Data are shown as if the units were owned by Grace over the entire period. Actual acqui- 
sition dates were as follows: Handy City—December 1976 and Channel—February 1977 
(Home Centers) ; Sheplers—April 1976 (Leisure Apparel). Sales and units of 1979 acquisi- 


tions are not included. 

Ri Restaurant 

ke El Torito- Gilbert/ 

Sales (S millions) Far West La Fiesta Del Taco Robinson Total 

Number of Units—Year-End (units) Sales (5 millions) 

ST IDR hee: sae ce oe $ 85 $11 $ - $15 $111 
id be ee ee 100 16 - 20 136 
ot Te gen ati Mine eee aeset 114 24 = 27 165 
WOT, xp es 5 fe nek Soe ons 128 32 - 34 194 

$300 EE Ae a ean UR 150 45 1 46 242 
Average Annual % 
Growth Rate 
ple A ee ee 15.3% 42.2% - 32.3% 21.5% 
Number of Units—Year-End 
DOTA als Gerdes zs 112 15 - 13 140 
Mle. Seas 6 nwsing eae 127 20 - 17 164 
I dey accrues 134 22 - 21 177 
WT eee et aa hs 153 29 - 26 208 
[| ae ere cee 173 33 21 30 257 
1979 Estimate .......... 198 48 161 39 446 
1974 1975 1976 1977 1978 Average Annual % 
eA Growth Rate 
ea Sales 1974-1979 Est. ......... 12.1% 26.2% - 24.6% 26.1% 
Number of Units—Year-End 


Data are shown as if the units were owned by Grace over the entire period. Actual acqui- 
sition dates were as follows: El Torito-La Fiesta—December 1976; Del Taco—October 1977; 
and Gilbert/Robinson—November 1978. 


1978 LINES OF BUSINESS MARKETS PRODUCT & TRADE NAMES 


CHEMICAL 


Specialty Automotive Daramic & Darak battery separators, Davison emission control catalysts 
Construction Bituthene waterproofing, Zonolite insulating materials 
Environmental Dearborn pollution control chemicals, water & waste treatment 
Food Processing Syloid silica gel adsorbents, Cryovac plastic films & pouches, 
& Packaging Darex container sealing compounds, Daran paper coatings 
Graphic Arts Letterflex printing systems, Polyfibron blankets 
Health Services Veratex dental & medical supplies, DuBois institutional cleaning compounds 
Industrial Hampshire chelating agents, Microtraps molecular sieves 
Petroleum Davison cracking catalysts 
Agricultural Animal Husbandry ABS animal genetics, Farr Better & Walnut Grove feeds & supplements 
Crop Production Nitrex & Nurish fertilizers, phosphate rock, pesticides 


NATURAL RESOURCES 


Energy Coal, oil & natural gas 
Technical Services Homco oil field services, TRG contract drilling, Rent-It & A-1 tool 
& equipment rental & sale 


CONSUMER 


Specialty Retailing Home Improvement Channel, Handy City 
Sporting Goods Herman's World of Sporting Goods 
Leisure Apparel Sheplers 
Restaurant Coffee Shops Coco’s 
Dinner Houses Moonraker, Plankhouse, Reuben’s, El Torito, La Fiesta 
Fast Food Del Taco 
Theme Annie's Santa Fe, Baxter's Street, Cano’s, Chanteclair, Gorda Liz, 


Houlihan's Old Place, Reuben E, Lee, Sam Wilson’s Meat Market 


Other Auto Parts Appliance wheels, Mr. Gasket clutches & shifters 
Book Distribution Baker & Taylor 
Cocoa Products Ambrosia, De Zaan 
Pasta Products Barilla 


Specialty Textiles Golding mattress ticking, Bekaert upholstery fabrics 


Financial Data by Line of Business 1974-1978 W. R. Grace & Co. and Subsidiary Companies 
($ millions—1974-1977 restated) 


Total Divest- 
Natural Opera- ment 

Chemical Resources Consumer tions Program®) Grace 

Specialty it Chemical ee, Restaurant Other Gann Total 
Sales 
1974 $1,061 $504 $1,565 $157 $116 $111 $581 $ 808 $2,530 $1,071 $3,601 
1975 1,118 514 1,632 160 152 136 =6641 929 2.721 938 3,659 
1976 1,290 469 1,759 191 175 165 678 1,018 2,968 731 3,699 
1977 1,461 514 1,975 250 294 194 827 1,315 3,540 524 4,064 
1978 1,657 545 2,202 286 372 242 965 1,579 4,067 243 4,310 
Average Annual % Growth Rate 
BOR Oe BIR Oe ER NIRS AR SS = A 
Operating Income after Taxes“) 
1974 $ 71.6 $82.0 $153.6 $14.1 $1.6 $3.9 $14.4 $19.9 $187.6 $15.9 $203.5 
1975 69.2 81.2 150.4 11.6 3.1 6.1 11.9 21.1 183.1 17.4 200.5 
1976 94.4 34.6 129.0 19.1 5.0 1 ASS 25.9 174.0 16.6 190.6 
1977 109.0 25.6 134.6 26.8 8.7 Jeo, 2199 36.1 197.5 6.6 204.1 
1978 125.9 25.2 151.1 31.1 8.7 1.9 26.5 43.1 225.3 (3.8) 221.5 
Average Annual % Growth Rate 
1974-1978 15.2%  (25.5)% (0.4)% 21.9% 52.7% 19.3% 16.5% 21.3% 47% — 2.1% 
Sales 
% of Total Operations 
1974 42% 20% 62% 6% 5% 4% 23% 32% 100% 
1975 41 19 60 6 6 ) 23 34 100 
1976 43 16 59 6 6 6 23 35 100 
1977 41 15 56 7 8 6 23 37 100 
1978 41 13 54 7 9 6 24 39 100 
Operating Income after Taxes 
% of Total Operations 
1974 38% 44% 82% 1% 1% 2% 8% 11% 100% 
1975 38 44 82 6 74 3 7 12 100 
1976 54 20 74 11 3 4 8 15 100 
1977 55 13 68 14 4 4 10 18 100 
1978 56 11 67 14 4 3 12 19 100 


(1) Operating Income after Taxes is computed before gains (losses) on disposal of businesses, foreign currency translation related to FAS No. 8 
and allocation of general corporate overhead and general corporate interest. For this table, taxes are computed substantially on a separate return 
basis for each subsidiary and division of Grace. In the case of each U.S. subsidiary and division, benefits for all generated investment tax credits 
and operating losses, if any, are recognized currently. 

(2) Repeeetas the sales and operating income (loss) after taxes of units disposed of and units for which provision for loss on future disposal has been 
recorded. 

(3) Net of a provision of $7.0 for taxes on intangible drilling costs recorded as the result of a change in tax regulations. Subsequent years are 
similarly affected. 
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Dividend Reinvestment Service 

There were 10,038 shareholders of record participating in Grace’s Dividend Reinvestment 
Service as of December 1978. At the end of 1977, there were 9,866 shareholders partici- 
pating in the Service. During the year 1978, Grace shareholders reinvested dividends and 
made supplementary cash payments totaling $2,273,006 which purchased 82,938 shares 
of Grace common stock in the open market. 


The Company absorbs brokerage commissions and bank service fees for all participants. 


Chemed Corporation 

Chemed Corporation, an 88 % -owned consolidated subsidiary of the Company, manufactures 
and sells water and waste treatment and pollution control chemicals, institutional food service 
cleaning compounds and specialized industrial chemicals and markets medical supplies. Sales 
from continuing operations were $284.3 million for the year 1978, an increase of $33.5 
million, or 13.4% over 1977 as restated. Income from continuing operations was $20.5 
million, in 1978, an increase of $2.7 million, or 15.2% over 1977, excluding after-tax 
income from and gain on the sale of discontinued operations of $16.6 million ($1.76 per 
share) in 1978 and $2.2 million ($.24 per share) in 1977. 


The following table shows key financial data for Chemed for the period 1974-1978: 
From Continuing Operations 


Cash 

Earnings Dividends 

($ millions except per share) Sales Income”) Per Share“) — Per Share 

DTI Sinkins eth aagalonoens $168.1 $10.0 $1.08 $ .52 

DF cies Sec asta Sad Seieinns 190.6 12.9 1.38 58 

1976 221.3 15.3 1.65 86 

TOUT s eeaee xs pataseete eis 250.8 17.8 1.90 1,20 
1978 284.3 20.5 2.18 1.40 


() Excludes income from discontinued operations: 1974—$1.3 ($.15 per share), 1975—$2.0 ($.22 per 
share), 1976—$1.9 ($.20 per share), 1977—$2.2 ($.24 per share) and 1978—$16.6 ($1.76 per share). 
(2) Current annual dividend rate $1.80 per share. 
Chemed’s capital stock is traded Over-the-Counter under the symbol CMED. Copies of the 
1978 Annual Report and Form 10-K are available by writing: George H. Scheper, Execu- 
tive Vice President, Chemed Corporation, 1200 DuBois Tower, Cincinnati, Ohio 45202. 


Replacement Cost Information 

In accordance with a requirement of the Securities and Exchange Commission, unaudited 
year-end 1978 and 1977 replacement costs of inventories and productive capacity and the 
approximate effects such costs would have had for the year on cost of goods sold and 
depreciation expense are contained in the Company’s Annual Report on Form 10-K. 


Annual Report on Form 10-K 

The Annual Report on Form 10-K for 1978 as filed by the Company with the Securities 
and Exchange Commission is available to any Grace shareholder upon request. 

Write: James G. Stier, Director of Investor and Shareholder Relations, W. R. Grace & Co., 
Grace Plaza, 1114 Avenue of the Americas, New York, New York 10036. 


Cash Dividends Paid Per Share 
of Common Stock 


1974 1975 1976 1977 
Cash Dividends on Common Stock 
($ millions) 


1974 


1975 197%6 1977 
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Stock Price Data—1978/1977 
Principal Markets: Common Stock (GRA)—New York Stock Exchange (NYSE) 
Preferred Stocks—Over-the-Counter 


Common Stock Prices—NYSE 


1978 High Low Close 
First Quarter ene, $27.125 $23.75 $25.625 
Second Quarter . 29.00 25.375 27.00 
Third Quarter 31.00 26.25 29.875 
Fourth Quarter 32.375 25.625 25.875 
1977 

First Quarter _.. $31.25 $28.00 $28.50 
Second Quarter 31.625 28.00 29.25 
TITER te Gin rea nian ane ice 30.375 26.25 27.375 
Fourth Quarter 28.625 25.875 27.00 


Public trading in the three classes of preferred stock was minimal in 1978 and 1977. Bid 
prices for the 6% Preferred Stock ranged between $60 and $55 per share in 1978 and 
between $65 and $60 in 1977. Bid prices for the Class A and Class B preferred stocks were 
in a range of $81-$80 per share in 1978 and $85-$80 per share in 1977. 


Dividends 
For the years 1978 and 1977, common stock dividends were declared and paid to shareholders 
as follows: 
Record Date Payment Date Per Share 
1978 
February 8 March 10 $0.45 
May 10 June 10 0.45 
August 9 September 10 0.475 
November 8 December 10 0.475 
$1.85 
1977 
February 9 . March 10... $0.425 
1978 May 11 . June 10 . 0.45 
August 9 September 9 0.45 
November 9 December 9 0.45 
$1.775 


The Company has paid dividends on its common stock consecutively since 1934, or 45 years. 
In 1978, total dividends paid on common stock were $71,588,000. This was a 7.7% 
increase over the $66,462,000 paid in 1977. As a percentage of net income, the dividend 
payout was 42% and 46% for 1978 and 1977, respectively. 


For the three classes of preferred stock currently issued and outstanding, quarterly divi- 
dends were paid on the same dates as common stock dividends as follows: 


Quarterly Annual Rate 

1978 1977 1978 1977 
Preferred $1.50 $1.50 $6.00 $6.00 
Class A Preferred . 2.00 2.00 8.00 8.00 
Class B Preferred 2.00 2.00 8.00 8.00 


During 1978, preferred dividends totaled $664,000, compared with $670,000 in 1977. 
1978 


Quarterly Summary)—Unaudited ($ millions except per share) 


First Quarter Second Quarter Third Quarter Fourth Quarter 
Operating Results 1978 1977 1978 1977 1978 1977 1978 1977 
ONE oats ce ess OS ss RR ER $983.6 $927.3 $1,137.6 $1,071.2 $1,015.0 $968.1 $1,173.4 $1,097.0 
Cost of goods sold and ee 
CXDONEOR, A Stasis ho eae ; (682.9) (646.0) (784.3) (728.4) (692.2) (665.9) (766.1) (751.9) 
Other expenses, net ............. (238.1) (227.0) (253.7) _ (243.3) (251.8) (239.0) (331.9) (269.8) 
Income before taxes and effect of 
FAS No. 8 and aoe of 
businesses . 62.6 54.3 99.6 99.5 71.0 63.2 75.4 75.3 
Fncome taxes «264-565 s beceaes (30.8) — (28.0) (45.5) _ (48.7) (30.0) (29.6) (32:2) (32:1) 
Income before effect of FAS No.8 
and disposal of businesses .... . . 31.8 26.3 54.1 50.8 41.0 33.6 43.2 43.2 
Effect of FAS No.8 ............ 2.8 7 1.0 (1.3) (.9) 8 9 (3.6) 
Gains (losses) on disposal 
of businesses ........ arate. 1.1 (7) (2.6) (1) 2.9 4.1 (4.9) (8.1) 
WNetincomens fo feca tai: asus sea $ 35.7 $263 $ 525$ 494 $ 43.0 $ 38.5 $392 $ 31.5 
Earnings per share: 
Income before effect of FAS No. 8 
and disposal of businesses.... $ .79 $ .65 $ 135 $ 127 $ 102 $ 84 $ 106 $ 1.08 
Effect of FAS No. 8 .........: .07 02 .02 (.03) (.02) 02 .03 (.10) 
Effect of disposal of businesses . . .03 (.02) (.06) _ .07 10 (13) (.20) 
$ 89 §$-65 $3 1318 - 124 $ 107 -$: 296 $ 96$. ..78 
Earnings per share assuming 
full dilution . si $ 83 $ 61 $ 121$ 114 $ 99 §$ .90 $ 90$ 73 
Sales by Line of Business 
Chemical 
Specialty $362.8 $329.9 $ 412.4 $ 371.8 $ 4148 $363.6 $ 466.6 $ 395.9 
Agticoltural «2.2.6 60.655 110.3 125.0 183.6 182.7 116.2 96.2 135.0 109.7 
Natural Resources ......... 68.6 56.4 68.2 60.9 74.8 63.2 74.2 69.5 
Consumer 
Specialty Retailing .......... 65.7 44.3 88.5 71.0 87.3 71.9 130.3 106.6 
NE saisin eng) racet sen 55.4 45.0 60.3 48.2 63.3 51.6 63.6 49.7 
Other . ’ 226.0 _ 187.6 245.0 192.8 217.0 198.2 277.0 248.2 
Total'Operations: ......... 0 5¢..5:.- + 888.8 788.2 1,058.0 927.4 973.4 844.7 1,146.7 979.6 
Divestment Program) . 94.8 139.1 79.6 143.8 41.6 123.4 26.7 117.4 
Gran TOA sss sie ecm Fiamisseinern $983.6 $927.3 $1,137.6 $1,071.2 $1,015.0 $968.1 $1,173.4 $1,097.0 
Operating Income 
after Taxes by Line of Business 
Chemical 
POCINIEY, 3 cst. nena ke ssien we $226 $212 $ 453 29:7 $ 33.7 3 277 $ 35.1 $ 30.4 
i 1.0 mf 12.6 16.4 2.4 4 a2 3.6 
Natural Resources. ....... 5.60005. 10.1 5.4 8.3 7.0 8.0 9.3 4.7 5. 
Consumer 
Specialty Retailing ........... (.6) (4) 1.9 Vy 1.2 1.2 6.2 6.2 
PepROI oo ons a sea ino : 2.0 1.8 1.8 ye 2.0 1.6 2.1 1.9 
1 Se A Seppe Mletelnteeeeaean cee pae 8.1 4.9 8.1 5.0 5.3 6.4 5.0 3.6 
Total Operations . . - 43.2 38.1 67.2 62.0 52.6 46.6 62.3 50.8 
Divestment Program® .......... (.6) (1) - 2.6 (1.2) 3.1 (2.0) 1.0 
cc” |: An $ 42.6 $380 $ 672$ 646 $ 514 $ 49.7 $ 60.3 $ 51.8 


(a) Data for all periods except 1978 Fourth Quarter have been restated for poolings of interests. 


(b) eptseots the sales and operating income (loss) after taxes of units disposed of and units for which provision for loss on future disposal 


has been recorded. 


(©) Operating Income after Taxes is computed before gains (losses) on disposal of businesses, foreign currency translation related to FAS No. 8 


and allocation of general corporate overhead and general corporate interest. 
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1974 1975 1976 
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Research and Development 
Expenses 1978 


Earnings Per Common Share 


1977 


1978 


Employment 
Grace’s employees numbered approximately 66,800 at the end of 1978 compared with 
67,300 at the end of 1977, a decrease of 0.7%. They were geographically located as follows: 


(Rounded to hundreds) 1978 1977 
United States Chemical........ ... 19,800 21,800 

Natural Resources ..... 2,200 2,300 

Consimet i. cc..-..  27;200 25,000 

Corporate Headquarters 1,000 1,000 

Canada Chemical........... 800 900 

Natural Resources ..... 100 100 

Consumer .c..sike ss _ 100 

Europe Chemical............ 8,100 7,700 

COMANEE Soc eu treats 4,000 4,800 

Latin America, Far East Chemical............ 3,200 3,200 
& Other Areas Consumer ........... 400 400 

(i le ae 66,800 67,300 


Total 1978 employment costs, including salaries, wages, benefit programs and social security 
taxes, were $993.4 million compared with $886.6 million in 1977, an increase of 12.0%. 


Research and Development 

Grace engages in an active research and development program directed toward the improve- 
ment of and development of new uses for existing products and processes, the development 
of new products compatible with existing businesses and the development of products 

and processes for new investment opportunities. Industrial research is carried out by 39 divi- 
sional laboratories and by the corporate Research Division whose central laboratory is 
located in Columbia, Maryland. The following table shows the distribution of research and 
development expenses by strategic objective for the period 1974-1978: 


($ millions) New Products 
Existing Compatible New Basic All 
Products & With Existing Investment Technical Other 
Year Processes Businesses Opportunities Information Projects _Total 
1974. . $13.8 $7.7 $3.1 $0.4 $7.2 $32.2 
1975... 14.1 6.8 3.1 0.7 5.6 30.3 
1976. . 14.0 72 3.4 0.8 4.9 30.3 
1977. . 15.0 10.6 a7 1.1 3.8 34.2 
1978. 15.7 13.4 5.1 0.8 5.5 40.5 


In 1979, Grace estimates that total research expenditures will amount to about $45 million. 


Comparative Quarterly Earnings—Five Years 
The following table compares net income and earnings per share by quarter, as restated, 
for the five-year period 1974-1978: 


($ millions except per share) 


Net Income Earnings Per Share 
First Second Third Fourth First Second Third Fourth 
Year Quarter Quarter Quarter Quarter Quarter Quarter Quarter Quarter 


1974. $19.0 $47.0 $43.1 $15.6 $ 53 $1.33 $1.21 $ .44 


| a eB | 84.8* 42.8 11.3 Bd 236" 1.20 Fe) | 
1976...» 306 46.7 31.0 29.6 -76 1.17 77 74 
19T7..- 26.3 49.4 38.5 31.5 65 1.24 96 -78 
Lefts Bees a! 52.5 43.0 39.2 89 1.31 1.07 96 


*Includes gain on sale of a portion of the Company’s interest 
in Jacques Borel International S.A. of $35.6 ($1.00 per share). 


Working Capital 

Working capital provided by operations amounted to $339.2 million in 1978, compared 
with $327.4 million in 1977, an increase of $11.8 million, or 3.6% . Major sources included: 
net income; depreciation, depletion and amortization; and deferred income taxes. 


As of December 31, 1978, working capital increased by $121.4 million, or 19.4%, to 
$748.3 million from $626.9 million at the end of the previous year. Grace’s current ratio at 
the end of 1978 was 1.9:1, compared with 1.8:1 in 1977. 


Capital Expenditures, Net Fixed Assets, and Depreciation, 

Depletion and Lease Amortization 

The following table compares capital expenditures, net fixed assets, and depreciation, deple- 
tion and lease amortization by line of business and by geographic location for 1978 and 1977. 


Depreciation, 
Depletion 
Capital and Lease 
Expenditures Net Fixed Assets | Amortization 
($ millions) 1978 1977 1978 1977 1978 1977 
By Line of Business 
Chemical 
Specialty ans SPOS 72 $ 406 $ 393 $ 50 $ SO 
Agricultural ...... 18 19 249 259 27 26 
Total Chemical 108 91 655 652 77 76 
Natural Resources 89 95 367 319 38 30 
Consumer 
Specialty Retailing 30 45 93 76 6 
Restaurant........ 25 20 89 73 9 8 
Other oes 23 19 103 105 14 15 
Total Consumer 78 84 285 254 29 28 
General Corporate - - 10 10 - - 
Total ‘ $ 275 $ 270 $1,317 $1,235 $ 144 $ 134 
By Geographic Location 
United States... .. $ 225 $ 228 $1,072 $1,003 $ 113 $ 103 
Capital Expenditures/ (Smillionsy Canada ........... 3 3 16 16 2 2 
Waking pee: hibit Se ea 39 32 175-161 21 21 
Latin America, Far 
East & Other Areas 8 7 54 55 8 8 
pl | [vee eae $ 275 $ 270 $1,317 $1,235 $ 144 $ 134 


Major capital expenditure projects in 1978 included: expansion of production capacity for 
flexible packaging materials in lowa Park, Texas; equipment replacement and expansion 

of cocoa bean processing capacity at Koog aan de Zaan, Netherlands; construction of a battery 
separator plant at Acton, Massachusetts; the purchase of various oil and natural gas produc- 
ing properties and equipment; and specialty retailing and restaurant expansion programs. 


Major capital expenditure projects in 1977 included: expansion of domestic and European 
production capacity for flexible packaging materials; construction of a waste water treatment 
plant at Nashua, New Hampshire; expansion of silica gel productive capacity at Curtis Bay, 
Maryland and Cincinnati, Ohio; the purchase of various oil and natural gas producing prop- 
erties and equipment; and the acquisition of home improvement centers (Channel Home 


1974 1975 1976 1977 1978 Centers, Inc.). 
i ; Grace expended approximately $10 million and $14 million for pollution control compli- 
pened Sl Eres ance in new and existing plant facilities during 1978 and 1977, respectively. 
Working Capital Provided by Operations iS a < : = sans 
Grace estimates that capital expenditures in 1979 will be about $450 million. 
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Sales 1978* 


Operating Income after Taxes 1978* 


*Excludes divestment program. 


Financial and Statistical Review (1977 restated) 


Worldwide Operations 


The following table provides a geographical breakdown of sales and operating income after 
taxes in 1978 and 1977 by line of business: 


($ millions) 


Consumer 
Specialty Retailing . . . 
Restaurants... 


Sales 
1978 


197% Change 


1 ane A <8 


Total United States . . 


Canada 
Chhemileal 6.5 ceding 


Natural Resources ..... 
(Copanmner is. 5 eee 
Total Latin America, 
Far East & Other 
POE 5 te ics Rae 
Total Operations ..... . 
Divestment Program® . . 
Grand Total ......... 


$ 850 11% 
455 2 
1,305 8 
165 24 
294 27 
194 25 
412 6 
900 «17 
2310, 12 
58 7 
Te a 
65 8 
435 18 
24.21 
459 «18 
Ati) 27. 
870 22 
118 «19 
as. (54 
153° wae 
18. (5) 
4 50 
235° 17 
3,540 15 
524. = 

$4,064 6% 


Operating Income 
after Taxes 


1978 1977 % Change 


$ 76.3 $ 69.4 10% 
18.9 27.1 (30) 
95.2 96.5 (1) 
22.5 18.4 22 


8.7 8.7 = 
72 75 5 
5.8 7.4 (22) 


2.8 2.0 40 
3a 2.5 24 
5.9 4.5 31 


6.3 (1.5) - 
215 10.4 107 
5.5 5.9 (7) 
4 (3) - 


Net investment in Grace’s operations outside of the United States was $478.8 million in 1978 
and $437.6 million in 1977, an increase of $41.2 million, or 9.4%. 


(1) Operating Income after Taxes is computed before gains (losses) on disposal of businesses, foreign 


currency translation related to FAS No. 8 and allocation of general corporate overhead and general 


corporate interest. 


provision for loss on future disposal has been recorded. 


(2) Represents the sales and operating income (loss) after taxes of units disposed of and units for which 


W.R.Grace&Co. _ Financial Highlights 


(Dollar amounts in thousands except per share—1977 restated) 


For the Year: 


Letter to Shareholders 

The annual message from President J. Peter Grace and 
Chairman Felix E. Larkin appears on pages 1-3 of the 
Business Review section of this Annual Report. 


Percent 
1978 1977 


Sales 


Income before Taxes 


$4,309,588 $4,063,646 + 6% 
320,816 271,219 +18 


Income Taxes 150,413 125,480 +20 
Net Income 170,403 145,739 +17 
Earnings per Share 4.23 3.63 +17 
Earnings per Share assuming Full Dilution 3.93 3.38 +16 
Capital Expenditures 275,308 270,015 +2 
Research and Development Expenses 40,547 34,186 +19 
Depreciation, Depletion and Lease Amortization 143,914 134,030 +7 
Working Capital provided by Operations 339,159 327,436 ae | 
Cash Dividends on Common Stock 71,588 66,462 + 8 
Per Common Share 1.85 1.775 +4 


Average Number of Common Shares Outstanding 


40,136,000 39,912,000 ped 


At Year-End: 

Total Assets $3,268,438 $2,992,967 + 9% 
Net Properties and Equipment 1,317,159 1,235,213 +7 
Working Capital 748,331 626,902 +19 
Long Term Debt 727,325 754,570 - 4 
Shareholders’ Equity—Common Stock 1,392,174 1,250,504 Gor b! 
Shareholders’ Equity—Per Common Share (Book Value) 33.66 ai 32 aa J 


Common Shares Outstanding 


41,357,744 39,924,163 +4 
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Chairman 
Felix E. Larkin 


President and Chief Executive Officer 
J. Peter Grace 


Vice Chairman and Chief Operating Officer 
George W. Blackwood 


Executive Vice Presidents and Sector Executives 
Robert M. Coquillette 

Charles H. Erhart, Jr. 

Carl N. Graf 

D. Walter Robbins, Jr. 


Executive Vice Presidents 

Robert H. Anderson, Retail 

Thomas E. Hanigan, Jr., Real Estate 
Lloyd L. Jaquier, Agricultural Chemicals 
Harold R. Logan, Natural Resources 
John E Spellman, Chief Financial Officer 


Senior Vice Presidents 

Richard L. Bowditch, Jr., Treasurer 

Charles E. Brookes, Iniustrial Chemicals 
Robert A. Clabault, General Industrial Products 
Martin A. Dale, Office of Strategic Projects 
Thomas M. Doyle, Assistant to the President 
Albert A. Eustis, General Counsel and Secretary 
Donald E. Grimm, Natural Resources 

George F Mason, Jr., Real Estate 

Lawrence C. McQuade, Corporate Administration 
Jack Rimmer, Technical Products 

George J. Winchell, Sector Financial Officer 
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Financial and Statistical Review 

Summary of Significant Accounting and 
Financial Reporting Policies 

Consolidated Financial Statements 

Notes to Financial Statements 

Report of Independent Accountants 

Management Discussion and Analysis of Earnings 

Financial Summary—1968 to 1978 

Corporate and Investor Information 


Vice Presidents—Operations 

James A. Doyle, Agricultural Chemicals 

Charles H. Ehlers, Dewey and Almy Chemical 
Adley W. Hemphill, Davison Chemical 

John Hirsch, Natural Resources 

Leslie A. Ide, Interamerican Division 

Carl W. Lorentzen, Organic Chemicals 

John R. McIntosh, Restaurant 

Robert A. Miller, Cryovac 

George M. Plumb, Retail 

William F Reilly, Retail 

Roger V. Rowe, Cocoa Products/ Specialty Textiles 
Robert W. Samuels, Polyfibron 

Richard G. Shapiro, Herman's World of Sporting Goods 
Anwar S, Soliman, Restaurant 

Edward H. Tutun, Automotive Specialties 
Laurence R. Veator, Jr., Pacific Division 

Rodney M. Vining, Construction Products 


Vice Presidents—Staft 

Francis J. Brennan, Assistant Treasurer 
Henry C. Conrad, Business Development 
Francis D, Flanagan, Washington Office 
Gerald G. Garbacz, Administrative Controls 
Kenneth G. Gilkey, Controller 

O. Benjamin Hander, General Development 
Robert E. Herlihy, Computer Technology and Operations 
Christian F Horn, Chemical Development 
Leonard Kamsky, Business Economics 
Antonio Navarro, Corporate Communications 
Klaus G. Scheye, Management Services 
Leonard V. Triggiani, Research 


Chemed Corporation 
Chairman of the Board 
J. Peter Grace 


President and Chief Executive Officer 
Edward L. Hutton 


GRACE 


Financial review 


